UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Form 10-K

E ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the fiscal year ended December 31, 2011
OR

[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SEC
EXCHANGE ACT OF 1934

ST
W  cmx Resources INc.
531

(Exact name of registrant as specified in its charter)
12026

. ...noma 73-1534474°

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) - Identification No.)
9400 North Broadway,
Suite 600, Oklahoma City, Oklahoma 73114
(Address of principal executive offices) (Zip Code)

(405) 600-0711
(Registrant’s telephone number, including area code)

Securities registered under Section 12(b) of the Exchange Act:

Title of Class Name of Exchange on Which Registered
Common Stock, $0.001 par value ] New York Stock Exchange
Series B Cumulative Preferred Stock, $0.001 par value New York Stock Exchange
Series A Preferred Stock Purchase Rights New York Stock Exchange

Securities registered under Section 12(g) of the Exchange Act: None
Indicate by check mark if registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [I No
Indicate by check mark if registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [1 No &

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter
period that the registrant was required to submit and post such files). Yes i No [J

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-
K or any amendment to this Form 10-K. []

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See
definition of “large accelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. Check one:

Large accelerated filer [J Accelerated filer X1
Non-accelerated filer £ (Do not check if a smaller reporting company) Smaller reporting company [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act) Yes 0 No

As of June 30, 2011, the aggregate market value of the registrant’s common stock held by non-affiliates was $255,200,625 based on the closing price of
such common stock in the daily composite list of transactions on the New York Stock Exchange of $4.45.

As of March 8, 2012, there were 64,332,007 shares of the registrant’s common stock outstanding, including 2,364,375 shares under a share lending
agreement that will be returned to the registrant upon conversion or maturity of certain outstanding convertible notes and 1,246,575 shares of unvested
restricted stock.

DOCUMENTS INCORPORATED BY REFERENCE: Portions of the registrant’s definitive proxy statement for its 2012 Annual Meeting of
Shareholders (to be filed within 120 days of the close of the registrant’s fiscal year) are incorporated by reference into Part III of this Form 10-K.



ITEM 1.
ITEM 1A.
Item 1B.
ITEM 2.
ITEM 3.

ITEM 4.

PARTII.

ITEM 5.
ITEM 6.
ITEM 7.
ITEM 7A.
ITEM 8.
ITEM 9.
ITEM 9A.
ITEM 9B.
PART III
PART IV

ITEM 15.

GMX RESOURCES INC.
Form 10-K
Table of Contents

BUSINESS...........

RISK FACTORS........cvoirireirereeeesssssessessesesssssssssssssssssesestassassessassssiestsissssssessssessssssassasssasssssassstssssssssonsesossersessessassssasismaresstsssnsassassssasssssanssne

UNRESOLVED STAFF COMMENTS

PROPERTIES.....

LEGAL PROCEEDINGS

MINE SAFETY DISCLOSURES. ...................

MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
OF EQUITY SECURITIES........cooereurieasineescsseseersstsessssissssiasissassisssssesassessssssssssssssasssssssstsssesssssssasssessessonsasssssssstsstssssssnsssssssasssssssasissses

SELECTED FINANCIAL DATA.......... ceeries e rinra et RSt eeReaTe s OROR PP IA IS 4SO OR LRSS R RS RS AR PSSR SH SRS RS S SRR ST RUS USSR SRS RS0

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS................

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE. ...........

CONTROLS AND PROCEDURES.. e sieeeeaenaesissnes

OTHER INFORMATION....

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES .

40
40
40
41
41

41
43
44
58
58
58
59
61
62
63
63



PART I
Item 1. Business.

General

9% &<, 29 <&

GMX Resources Inc. and its subsidiaries (collectively, “GMX” the “Company”, “we,” “us” and “our”) is an independent
oil and natural gas exploration and production company with a portfolio of leasehold acreage in multiple resource plays that
allow us flexibility to deploy capital based on a variety of economic and technical factors, including commodity prices
(including differentials applicable to the basin) well costs, service availability, and take-away capacity.

Prior to 2011, the Company focused on the development of the hydrocarbon formations in East Texas including the
Cotton Valley Sands (“CVS”) layer in the Schuler formation and the Upper, Middle and Haynesville/Lower Bossier layers of
the Bossier formation (the “Haynesville/Bossier Shale”, or “H/B”), in the Sabine Uplift of the Carthage, North Field primarily
located in Harrison and Panola counties of East Texas (previously designated as our “primary development area”).

In late 2010, we made a strategic decision to expand our asset base and development activities into other basins in order,
to diversify our significant concentration in natural gas to a multiple basin and commodity strategy with more liquid
hydrocarbon opportunities. In the first half of 2011, we acquired core positions in over 75,000 undeveloped net acres in two of
the leading oil resource plays in the U.S.; the Williston Basin of North Dakota/Montana, targeting the Bakken/ Three Forks
Formation, and in the oil window of the Denver Julesburg Basin (the “DJ Basin™) of Wyoming, targeting the emerging
Niobrara Formation. We believe the flexibility with the acquisition of the liquids-rich (estimated 90% oil) Bakken and Niobrara
acreage will enable us to generate higher cash flow growth to fund our capital expenditure program. The Company is
leveraging our expertise in H/B Shale horizontal drilling to successfully develop these newly acquired oil resource plays. A
summary of the 2011 transactions are as follows:

*  Bakken acquisitions-During the first half of 2011, we acquired all of the working interest and an average greater than -
80% net revenue interest in approximately 35,000 undeveloped net acres of oil and gas leases located in Billings,
Stark, McKenzie and Dunn Counties of North Dakota, and Richland, Sheridan and Wibaux Counties of Montana. We
hold Williston Basin leases in approximately 150 1,280-acre units and expect to be the operator in approximately 31 of
those units, providing a minimum of 172 operated locations.

*  Niobrara acquisitions-During the first half of 2011, we acquired all of the working interest and an 80% net revenue
interest in approximately 40,000 undeveloped net acres of oil and gas leases located in Platte, Goshen and Laramie
Counties of Wyoming. We hold DJ Basin leases in approximately 146 640-acre units and expect to be the operator in
approximately 95 of those units, providing a minimum of 380 operated locations.

During 2011, we initiated our transition to a balanced mix of natural gas and liquids revenue by acquiring a significant
position in the Bakken and Niobrara petroleum systems and focusing our resources on drilling and completing this new liquids-
rich undeveloped acreage. This transition was evidenced for the year ended December 31, 2011 by our cash outlays for capital
expenditures of $272 million, of which $126 million was the cash portion of acreage acquisitions and seismic in the Williston
Basin, DJ Basin-Niobrara and East Texas, $124 million was for drilling operations, and $22 million related to capitalized

‘interest, and other corporate expenditures. Of the $124 million in capital expenditures for drilling operations, $16.2 million

related to drilling operations in the Williston Basin-Niobrara and $107.8 million related to East Texas drilling and other capital
expenditures. Of our total cash capital expenditures for 2011, $119.4 million, or 44%, was directly related to lease and seismic
acquisitions and development of our Bakken and Niobrara assets. As a result, total oil production increased 16% in the fourth
quarter 2011 to 28,171 barrels compared to 24,235 barrels in fourth quarter 2010. We expect to make capital expenditures of
approximately $97 million in 2012 (including capitalized interest and general and administrative (“G&A”)), of which we plan
$68 million will be direct Bakken drilling and completion costs, or 70% of our total estimated 2102 capital expenditures,
resulting in approximately 7.1 new net Bakken wells. We project oil production will increase approximately 300% from 92,837
barrels during 2011 to approximately 373,000 barrels during 2012.

Including VPP volumes, daily production for 2011 averaged 65.7 Mcfe, an increase of 17.8 million cubic feet of natural
gas equivalent (MMcfe). Our estimated total proved reserves as of December 31, 2011 were 285.3 billion cubic feet of natural
gas equivalent (Bcfe), which includes a reduction in reserves to reflect the volumetric produiction payment transaction,"VPP",
that closed in December 2011, which reduced our reserves by 14.7 Befe. Our reserves at December 31, 2011 were 96.4% gas
and 57% proved developed. (See the Oil and Natural Gas Reserves section below for additional information.)

We have three subsidiaries: Diamond Blue Drilling Co. (“Diamond Blue”), which previously owned three drilling rigs,
Endeavor Pipeline Inc. (“Endeavor Pipeline™), which operates our water supply and salt water disposal systemsin our East
Texas area, and Endeavor Gathering, LLC (“Endeavor Gathering”), which owns the natural gas gathering system and related
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equipment operated by Endeavor Pipeline. Kinder Morgan Endeavor LLC (“KME”) owns 40% membership interest in
Endeavor Gathering.

Information about Us

Our principal executive office is located at 9400 North Broadway, Suite 600, Oklahoma City, Oklahoma, 73114 and our
main telephone number at that location is (405) 600-0711. On our website www.gmxresources.com we provide, at no cost, our
annual reports on Form 10-K, quarterly reports on From 10-Q, current reports on Form 8-K, and amendments to those reports
as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities and Exchange
Commission. From time to time, we also post announcements, updates, events, investor information and presentations on our
website in addition to copies of all recent press releases.

Summary of Significant 2011 Events and Recent Developments
Acquisition of Williston Basin (Bakken) Acreage

During 2011, we acquired approximately 35,000 net acres in the Bakken/Three Forks oil resource play, which provides us
with over 400 potential horizontal locations. We intend to continue our multi-year drilling program in 2012, expanding to a
multi-rig program based on available liquidity and capital resources. We estimate our Bakken locations provide us with
approximately 17 years of drilling inventory for three rigs. We may selectively acquire additional acreage in these project areas
in the normal course of business.

Senior Notes Offerings and Equity Issuance

On February 9, 2011, we issued $200 million in aggregate principal amount of 11.375% senior notes due 2019 in a private
placement. Concurrently with this notes offering in February 2011, we also sold 21,075,000 shares of our common stock in a
public offering for net proceeds after underwriters' fees but before expenses of $93.6 million, and an additional 1,098,518
shares of common stock in connection with the underwriters' exercise of an option to purchase additional shares for additional
net proceeds of $4.9 million after underwriter fees. We used the net proceeds of these offerings (i) to fund the purchase of
undeveloped oil and gas leases in the Williston Basin (Bakken/Three Forks Formation) and Denver Julesburg Basin (Niobrara
Formation), (ii) to repay the current outstanding balance under our secured revolving credit facility, (iii) to fund an offer to
purchase up to $50.0 million of our outstanding 5.00% convertible senior notes due 2013, (iv) to fund our exploration and
development program and (v) for other general corporate purposes.

Suspension of Haynesville/Bossier Development

Based on market conditions for natural gas and the cost to develop this acreage remaining at higher than economically
viable levels, we decided in mid-2011 to temporarily suspend continued development of our East Texas H/B acreage and to
focus our capital and resources on our newly acquired Bakken and Niobrara oil-focused acreage. Our last H/B well was -
drilled, completed and brought on line in August 2011.

Reduced Rig Lease Contract Obligations

We have subleased all four of our Helmerich and Payne (“H&P”) FlexRig. Three rigs, which resulted in savings of $24
million in our future lease obligations. The H&P Flex Rigs lease terms end with two rigs in March and October of 2012, and
with the final two Flex Rigs in January and March of 2013.

VPP Financing Agreement

During December 2011, we sold a term overriding royalty interest, or VPP, in certain long-lived producing assets in the
Haynesville Bossier (“H/B”) layer in Harrison County in East Texas to EDF Trading North America, LLC. The VPP is for.
approximately 14.7 Bef to be produced over the next ninety-five months commencing December 1, 2011. GMXR will retain
all of its oil and NGL production associated its assets. The $49.7 million transaction, based on the natural gas futures prices,
closed on December 9, 2011, and was effective December 1, 2011. The VPP will be treated as a sale for accounting purposes
and our oil and natural gas properties have been reduced accordingly. The reduction of approximately $46 million from the
VPP is included in our year-end 2011 PV-10 of $186.6 million. Production of natural gas from these properties sold through
the VPP for 2012 will be approximately 4.0 Bcf.

Termination of Credit Agreement and Elimination of Financial Covenants

We terminated our bank revolving credit agreement during December 2011 and are no longer subject to the financial
maintenance covenants and restrictions contained in that agreement. We do not have any financial maintenance covenants
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under the indentures governing our current long-term debt obligations.
Settlement of Natural Gas Hedges

‘We monetized our natural gas hedges in December 2011, which provided to us approximately $18.5 million in net cash
proceeds excluding fees and commissions.

Note Exchange, Senior Secured Notes Issuances and Related Equity Issuance

On December 19, 2011, we accepted tenders and consents from the holders of $198 million aggregate principal amount of
its outstanding $200 million 11.375% Senior Notes due 2019, which were originally issued on February 9, 2011 (the “11.375%
Senior Notes™), in connection with a private exchange offer and consent solicitation for the 11.375% Senior Notes. Holders of
the 11.375% Senior Notes tendering in the exchange offer received Senior Secured Notes due 2017 (the “Senior Secured
Notes™).

Pursuant to the terms of the exchange offer, holders of the 11.375% Senior Notes were entitled to exchange, for each
$1,000 principal amount of 11.375% Senior Notes tendered by such holder, either: (a) $750.00 principal amount of Senior
Secured Notes (the “Exchange Only Election™) or (b) $971.40 principal amount of Senior Secured Notes, if the holder
subscribed to purchase for cash an additional $600.00 principal amount of Senior Secured Notes, to be issued at par, in a
private placement being made to the holders in connection with the Exchange Offer for each $1,000 principal amount of
11.375% Senior Notes tendered by such holder (the “Exchange and Purchase Election”).

Holders tendering pursuant to the Exchange and Purchase Election tendered $144.6 million in aggregate principal amount
of 11.375% Senior Notes. Holders tendering pursuant to the Exchange Only Election tendered $53.5 million in aggregate
principal amount of 11.375% Senior Notes.

On November 2, 2011, prior to the consummation of the exchange offer, we entered into separate support agreements (the
“Support Agreements”) with holders collectively of greater than 50% (“Supporting Holders™) of the 11.375% Senior Notes.
Pursuant to the Support Agreements, the Supporting Holders agreed to purchase their pro rata amount of Senior Secured Notes
offered in the exchange offer and, if tendering holders did not elect to purchase at least $100.0 million aggregate principal
amount of Senior Secured Notes in connection with the exchange offer, to purchase for cash their pro rata amount of additional
Senior Secured Notes such that the aggregate principal amount of Senior Secured Notes issued would be $100.0 million (the
“Backstop Obligations™). As consideration for the Backstop Obligations, the Supporting Holders collectively received
approximately 3.88 million shares of our common stock (calculated as a $7 million value based on a specified weighted
average price) and $3.0 million aggregate principal amount of Senior Secured Notes.

Including the Senior Secured Notes issued as consideration for the Backstop Obligations, we issued Senior Secured Notes
in an aggregate principal amount of $283.5 million. We received gross cash proceeds of $100.0 million in connection with the
issuance of the Senior Secured Notes, including approximately $13:3 million of cash from the Supporting Holders pursuant to
their Backstop Obligations.

In connection with the exchange offer and related consent solicitation for the 11.375% Senior Notes, we entered into a
supplemental indenture to the indenture governing the 11.375% Senior Notes to, among other things; eliminate substantially all
of the restrictive covenants and certain event of default provisions in the indenture governing the 11.375% Senior Notes. An
aggregate of $1,970,000 principal amount of 11.375% Senior Notes that was not tendered and purchased pursuant to the tender
offer remains outstanding, and the holders thereof are subject to the terms of the supplemental indenture.

The Senior Secured Notes mature in December 2017. The Senior Secured Notes accrue cash interest at 11.0% per annum
(or, at our option, 9.0% cash pay and 4.0% payment in kind in additional Senior Secured Notes). The Senior Secured Notes are
secured by first-priority perfected liens on substantially all right, title and interest in or to substantially all of the assets and
properties owned or acquired by the Company and the guarantors.

Reduction in General and Administrative Expenses

We have undertaken a comprehensive review of our general and administrative expenses and implemented a number of
reductions during the fourth quarter of 2011 and first quarter of 2012. Total cash expenditures for G&A expenses in 2011 were
$37.7 million, before deductions of capitalized cash G&A expenses of $8.8 million. For 2012, total cash expenditures for
G&A expenses are projected to be $26 million including $5 million of capitalized cash G&A expenses. The $11.7 million
reduction in cash expenditures for G&A expenses is projected as result of the following:

+ Reductions in cash compensation, long-term incentive payments and annual incentive bonuses for executive officers.
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+  Areduction in force of approximately 13% of the employee base through attrition and consolidation of responsibilities.
¢ The reduction or elimination of a number of other non-compensation related G& A expenses.

Total 2011 cash compensation paid or awarded to the top three executive officers was approximately 36% less than they
received in 2010. In addition, approximately 25% of the cash compensation for the top three executive officers based on 2011
performance may be deferred by the Company for two years and may be paid in common shares, if available, under the Company's
Long-Term Incentive Plan.

Bakken Development Activity

During 2011 and the first two months of 2012, we successfully drilled and completed five Bakken Petroleum System wells,
all in North Dakota. The Wock 21-2-1H, Frank 31-4-1H and the Marsh 21-16 TFH wells are located in Stark County, while the
Taboo 1-25-36H and the Evoniuk 21-2-1H are located in McKenzie and Billings County, North Dakota. We successfully drilled
our fourth operated well, the Lange 11-30-1H, in McKenzie County, North Dakota. The Lange 11-30-1H will be completed as a
Middle Bakken well and we anticipate that we will commence fracture stimulating of this well in March 2012.

The Pojorlie #21-2-1H well in McKenzie County, North Dakota, is scheduled to spud in early March 2012. The Pojorlie
21-2-1H will be drilled as test of the Three Forks formation. We plan to core this well from the Middle Bakken into the Three
Forks. We have a 34% working interest in the well.

Our fifth operated well spud on February 28,2012. The Akovenko 24-34-1H is located in McKenzie County, North Dakota,
and we plan to drill this well as a Middle Bakken test. We project a 74% working interest in the well.

During February 2012, we elected to participate with Continental Resources in the drilling of the GCR 1-25H well located
in Billings County, North Dakota. The well is a planned Three Forks test. We have a 9.4% working interest in the well.

We have signed a one-year contract for a new-build, dedicated fit-for-purpose workover rig and crew, with expected arrival
to be the first week in March 2012. We currently plan to focus our drilling operations in McKenzie and Billings Counties, where
we expect to operate 31 units representing a possible 172 locations within these two counties.

Strategy

Our current strategy is to focus virtually all our 2012 development capital in the Bakken oil resource play, which we believe
will provide the Company current maximum economic return and creation of enterprise value. We have currently contracted one
rig to drill our Bakken wells in 2012. Our strategies emphasize:

*  Developing our undeveloped acreage in the Bakken Formation-During 2011, we acquired approximately 35,000
net acres in the Bakken/Three Forks oil resource play which provides us with more than 400 possible
undeveloped horizontal locations. We intend to continue our single rig drilling program in 2012 expanding to a
multi-rig, multi-year program based on available liquidity and capital resources. We estimate our Bakken
locations provide us with approximately 17 rig years of drilling inventory with three rigs. We may selectively
acquire additional acreage in these project areas in the normal course of business.

»  Increasing higher margin crude oil production-We plan to increase our operating cash flows and profitability by
deploying our working capital to increase oil production and reserves in our Bakken and Niobrara acreage. As
crude oil and natural gas prices fluctuate, we will continue to evaluate our allocation of capital between our oil
and natural gas resources.

- Using our Haynesville/Bossier horizontal drilling and on-staff technical experience to economically develop our
newly acquired Bakken and Niobrara acreage-Our team has drilled and completed 38 Haynesville/Bossier
producing horizontal wells, and we significantly reduced our completed well cost to under $1,367 per lateral foot
in 2011 compared to $1,700 per lateral foot in the fourth quarter of 2010. We realized excellent spud to total depth
drilling times from an average of 29 days to drill a horizontal well with an average lateral length of 6,243 feet in
2010 to an average of 31 days to drill longer horizontal wells with an average lateral length of 6,593 in 2011. We
have assembled a technical staff with PhDs in Engineering and Geology and with Rocky Mountain experience,
including the following basins: Powder River Basin, Williston Basin, Uinta Basin, San Juan Basin, Piceance
Basin, D-J Basin, Wind River Basin, Greater Green River Basin, Shirley-Hannah Basin and Canadian Rockies.
We have also assembled an experienced group of senior land executives with wide-ranging experiences in
acquisition, 1ntegrat10n and operation in conventional and unconventional resource plays in more than one
million acres, covermg multiple-rig drilling programs over the past 25 years in the Anadarko (Woodford and
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Granite Wash), Arkoma (Fayetteville, Woodford Caney and CBM), Permian, Hugoton, Barnett Shale,
Haynesville / Bossier Shale, Bakken and Three Forks, and Marcellus Shale basins. In the Bakken, our first three
wells hit total depth in 2011, and had an average spud to total depth time of 42 days.

»  Maintaining operational control with focus on reducing operating costs-We have consistently maintained low
finding and development costs and consistently operate with one of the lower operating cost structures in the
industry. Our per unit lease operating expenses declined from $0.61 per Mcfe for the year ended December 31,
2010 to $0.56 per Mcfe for the year ended December 31, 2011. The costs to operate oil wells are higher than gas
wells due to the costs associated with pumps and other liquids handling facilities. We are forecasting $8,000 per
month of fixed cost per gross well, plus $3.34/BBL for variable costs. As we drill and participate in more oil
wells, this cost structure will increase our average per unit operating cost.

«  Actively hedging production fo provide greater certainty of cash flow and earnings-Through December 2011, we
had an active natural gas hedge position. We hedged approximately 14.8 million MMBtu of natural gas at a
weighted average floor price of $6.13 for the year ended December 31, 2011 representing 63% of our average
daily production. In December-2011, we monetized our hedge position, resulting in net cash to us of $18.5
million. We expect to recommence hedging in 2012, will continue to evaluate pricing and will hedge future
production as economic conditions warrant.

+  Providing economic flexibility with three high quality basins-As a result of our 2011 acquisitions, we have over
35,000 net acres in the Bakken and more than 40,000 net acres in the Niobrara. We have approximately 53,000
gross acres (35,000 net acres) containing our Haynesville/Bossier Shale resource development in Harrison and
Panola counties Texas and Caddo parish, Louisiana. As of December 31, 2011, we have drilled and completed 38
gross (37.1 net) successful horizontal H/B wells. We have identified 253 net potential undrilled H/B locations
across our core area property base, based on 80-acre spacing. Furthermore, we drilled 19 vertical test wells in
2006, which confirmed a consistent 350-foot layer of Haynesville/Bossier Shale to be present and substantially
reduced the risk associated with our H/B acreage. The CVS resource development contains about 55,000 gross
acres (36,000 net acres) and has 302 producing locations, and 83 net potential undrilled 80-acre horizontal
locations in our East Texas core area. We have a successful track record of drilling in our East Texas core area. A
significant portion of our Haynesville/Bossier Shale and Cotton Valley Sands acreage is held by production,
which gives us the ability to drill where and when we choose without significant risk of lease expirations.

Oil and Gas Properties as of December 31, 2011
The following section summarizes our oil and gas properties as of December 31, 2011.
Williston Basin - Bakken

Our entry into the Williston Basin involves transactions for approximately 35,000 total net acres in seven counties. The
acreage is located primarily in five distinct areas, all of which are within the Bakken “thermal maturity window.” The leases
have an average of more than 80% NRI and are a mix of fee (freehold), state and federal leases, all taken during 2010 or 2011.
The leases generally have five-year primary terms, and many of the fee leases have options to renew for five more years. The
total acreage represents the potential for 31 operated units representing a possible 172 locations.

The Upper Devonian and Lower Mississippian Bakken Formation is an unconventional reservoir that produces oil,
predominantly, from natural fracture systems. The Bakken Formation consists of three informal but distinct members that were
deposited in an intra-cratonic basin: an organic-rich upper black shale that is up to 25 feet thick; an organic-poor middle grey-
brown calcareous siltstone, sandstone or dolomitic limestone that is up to 85 feet thick; and a lower organic-rich black shale
similar to the upper member that is up to 50 feet thick. The upper and lower shale members contain significant volumes of type
II oil-prone kerogen. Total organic carbon of the upper and lower members averages around 12% by weight and is well within
the oil generation window. The Bakken Total Petroleum System is often described in conjunction with a “false Bakken™ hot
shale located in the overlying Lodgepole formation, and the Three Forks calcareous, siltstone/sandstone located right below the
Bakken. :

Weare currently budgeting 2012 capital expenditures in the Williston Basin to be $68 million for 7.1 net wells and to continue
drilling 10,000' laterals in our Bakken play. We have successfully recruited experienced Bakken land staff, brokerage and title
teams to augment our current land staff capacities and competencies. We plan to create data sharing relationships with other
operators in the basin. We have hired several employees and use local consultants in the area to execute our initial plans. As we
expand our development, we intend to establish a GMXR field office in the area. '

We intend to focus our 2012 drilling and development activity on our McKenzie County and Billings County, North
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Dakota leaseholds. We believe thata significant portion of our Billings and McKenzie Counties acreage position has been de-
risked by us and several other operators. Our fourth operated Bakken well and second McKenzie County well, the Lange
#11-30-1H is scheduled for completion in March 2012. With a target of Middle Bakken production, the Lange #11-30-1H is a
direct offset and located 3,000 feet east of the Taboo #1-25-36+H. We have elected to participate with Continental Resources
Inc. in the drilling of the Pojorlie #21-2-1H well and we have a 34% working interest in the well which is expected to spud in
early March 2012. In Stark County North Dakota, we have drilled and completed two Three Forks wells. The Wock #21-2-1H
and Frank #31-4-1H were both successfully fracture stimulated and a workover rig is planned, beginning in March 2012, to
clean out their laterals. These wells represent four successfully drilled and completed wells in our Bakken Petroleum System
acreage and drilling program.

We have continued to make significant progress in completing the necessary steps to receive permits on both our Federal
and State leaseholds. As of February 23, 2012, we have (i) two additional locations permitted and two in process in McKenzie
County, (ii) one permitted and five in process in Billings County and (iii) two additional locations permitted in Stark County,
North Dakota. In addition to the four wells that we have already elected to participate in, we have an additional seven wells that
we expect to participate in during 2012 with working interests ranging between 1% and 14%, with an average of 5%.

In January 2012, we entered into a one-year contract for a workover rig to remove restrictive materials from the 10,000-
foot laterals in the first three operated wells and available for future work as required. As experienced by other operators in the
Williston Basin, workover rigs have become another operationat bottleneck as the need to clean out newly completed wells
from a higher rig count, as well as routine maintenance for a growing number of producing wells, stress current service
capabilities.

East Texas

As of December 31, 2011, we owned 386 gross (250.2 net) producing wells. In our East Texas core area, 302 gross (174
net) wells were Cotton Valley Sands wells at depths of 8,000 to 12,000 feet, 41 gross (35 net) wells were productive in the
shallower conventional Rodessa, Travis Peak, Hosston and Pettit formations in our core area, and 38 gross (37.6 net)
Haynesville/Bossier Shale horizontal wells were producing, with 5 gross (2.8 net) wells in Louisiana at year-end 2011. We have
historically grown by developing in our core area with a high degree of drilling success and with low finding and development
costs. “Finding and Development Costs” is defined in “Glossary of Oil and Gas Terms.” The Cotton Valley Sands and
Haynesville/Bossier are considered to be unconventional natural gas resources that are pervasive throughout large areas, which
explains our historical drilling success in these formations.

As of December 31, 2011, we had approximately 253 net proved and unproved Haynesville/Bossier Shale drilling
locations (based on 80 acre well spacing) in Harrison and Panola Counties, Texas surrounded by our existing wells and other
operators drilling Haynesville/Bossier Shale wells. Our H/B acreage as of December 31, 2011 was approximately 53,000 gross
and 35,000 net acres. ‘

As of December 31, 2011, we had approximately 55,000 gross and 36,000 net acres in the Cotton Valley Sands formation,
with 83 undrilled Cotton Valley Sands horizontal drilling locations in our core East Texas area based on 80-acre spacing.

Our East Texas area properties accounted for more than 98% of our total proved reserves at December 31, 2011, 48% of
our total net acreage and 99% of our 2011 production.

We operate 182, or 47%, of our East Texas area gross wells, which operated wells produced 91% of our oil and natural
gas production as of December 31, 2011. Average daily net operated plus non-operated production in 2011 was 57.3 MMcf of
gas and 1,150.8 Bbls of oil and natural gas liquids. The producing lives of these fields are generally between 12 to 70 years,
with a majority of the gas produced in the first ten years. Cotton Valley Sands gas sold from the area has a high MMBtu
content, which after processing, can result in a net price above average daily Henry Hub natural gas prices. Oil is sold
separately at a slight discount to the average Sweet Crude oil price at Cushing, Oklahoma (the NYMEX delivery point),
inclusive of deductions. The acreage in East Texas lies on the Sabine Uplift, a broad positive feature that acts as a structural
trap for most reservoirs. Most of the reservoirs contain shallow and deep marine sediments that tend to have tremendous aerial
extent and substantial thicknesses. Natural gas and oil have been produced from 3,000 feet to 11,700 feet in our core area. Prior
to shifting our focus to the Haynesville/Bossier Shale, the primary objective of our development was the Cotton Valley Sands,
which occurs between 8,200 feet and 10,000 feet and contains multiple layers of sands containing natural gas. Due to the
multiple layers and widespread deposition of these gas saturated layers, we have a very high success rate of finding commercial
wells.

At December 31, 2010 in accordance with the SEC five-year limitation on proved undeveloped locations, we removed
approximately 290 net proved undeveloped locations related to the Cotton Valley Sands from our 2010 reserve report due to
our focus on the new oil resource plays, as well as the intention to develop the Cotton Valley Sands on a horizontal basis.
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The pace of future development of our East Texas properties will depend on availability of capital, future drilling and
completion results, the general economic conditions of the energy industry and on the price we receive for the natural gas and
crude oil produced. Additionally, in certain areas in which we own our interest jointly with PVOG, the pace of future
development will depend on PVOG's level of activity in those areas. Based on the joint development agreement, we have the
ability to limit the number of rigs that PVOG operates in these areas and we have the ability to limit our participation in any
PVOG well.

D.J. Basin - Niobrara

We entered the Niobrara with two transactions for approximately 40,000 net acres in southwestern Goshen, southeastern
Platte and north central Laramie Counties in Wyoming, with a minimum 80% NRI. The fee leases generally have five-year
primary terms, and many have options to extend the lease another five years. Approximately 20% of the total net acres are new
federal leases with ten-year terms. The approximately 40,000 net acres provides us with a development potential of 250.5 net
wells using four wells per 640-acre unit.

The upper Cretaceous Niobrara Formation, an over-pressured fractured shale/chalk/limestone 300" to 350" thick reservoir,
is the primary target for the play. Production varies from a nearly pure oil play in the north end where the Silo Field in Laramie
County is less than 1 mcf/bbl to approximately 70% gas in the southern portion in the Wattenberg Field. The Silo Field was a
vertical Niobrara play discovered in the early 1980's. In the early 1990's, horizontal development (without using more recent
horizontal completion techniques) increased recoveries in the Silo Field nearly ten-fold to around 225,000 barrels of oil per
well. As an example, operators in the early 1990's reported single stage stimulation treatments consisting of 30,000 barrels of
water pumped with wax beads as diverting material. Some horizontal wells were simple open-hole completions.

In addition to the Niobrara, the project area contains two other targets that are known producers in the DJ Basin. The
Codell Sandstone formation (below the Niobrara) produced 30 million barrels of oil and 320 Bef of gas in the Wattenberg
Field: Also, the Sharon Springs Member of the Pierre Shale Formation (above the Niobrara) has produced in the Florence and
Boulder Fields and has promise as an unconventional horizontal oil play.

We have participated with Devon Energy in the drilling of the Newton Ranches #14-3444H located in Goshen County
Wyoming. Devon operates the well and we have a 29.2% working interest. The well has been successfully fractured and is
currently on pump. Devon has proposed a second well, the Newton Ranches #3-2635H, also located in Goshen County
Wyoming. We are also participating in a 3D seismic shoot which covers most of our acreage position in Goshen County,
Wyoming. Additionally, we have joined consortiums and created data sharing relationships with other operators.

The Northern DJ Basin continues to exhibit considerable activity with other operators beginning to establish meaningful
operations in Goshen, Laramie and Platte County, Wyoming. The majority of our 204-square mile Chugwater 3D seismic shoot
that encompasses our Platte, Laramie and Goshen Counties, Wyoming leases should be completed in the first half of 2012 and a
the portion already shot is currently being processed.

Summary

The number of wells we drill in 2012 will vary, and our potential capital expenditures may vary depending on the number
of wells drilled, drilling and completion results, financing activities and other factors. We currently have budgeted $97 million
for 2012 capital expenditures focused on continuation of our Bakken Shale horizontal drilling and other capital expenditures
including capitalized interest and capitalized overhead. We expect to fund our drilling expenses primarily from existing cash as
of December 31, 2011 and internal cash flows.



The following table sets forth the gross and net wells completed and brought to sales in our various basins in 2011:

Wells Completed in 2011

Gross Net
Bakken/Three Forks Horizontal - Operated...........coeovereerereerivieerisrenierercecseeneeeesesscssesesssssenee 2 1.5
Bakken/Three Forks Horizontal - Non-Operated............ccccererieereverenrereeneerireneenereseseneseeneins 2 0.3
Niobrara Horizontal - NOn-Operated ............cccoceurevmnrriiernecenreieiereiie e sesssssnonens 1 03
Cotton Valley Vertical - Operated.........cc.covvvevererreiiniieriieerenieiessseeseeeseesessessssesesesssssesessssesses 1 1.0
Haynesville/Bossier Shale Horizontal-Operated.............cccvuvivreiiereseeieisrerereeesesesensessesesssenees 9 9.0
TOAL vttt sttt sttt e e bt s s st sese b aen s sensaneaeneaes 15 12.1

Other Oil and Gas Properties

We have approximately 2,400 gross (2,100 net) acres in the Waskom Field in Caddo parish in Louisiana with five gross
(2.6 net) producing wells, three of which we operate. Total reserves and production from these areas represent less than 1% of
our proved reserves and 2011 production.

Oil and Gas Lease Terms and Expirations

Unless production is established within the spacing units covering the undeveloped acres on which some of our drilling
locations are identified, the leases for such acreage will expire. As of December 31, 2011, we had leases representing 4,194 net
acres (2,225 Bakken, 1,969 East Texas) expiring in 2012, 21,961 net acres (7,503 Bakken, 11,645 Niobrara and 2,813 East
Texas) expiring in 2013 and 21,530 net acres (7,541 Bakken, 8,738 Niobrara and 5,251 East Texas) expiring in 2014. In
addition, a significant portion of the acreage that we acquired in 2011 in the Bakken and Niobrara formations can be extended
five additional years as allowed under the terms of the individual lease agreements.

Oil and Gas Gathering

We have, through our majority-owned subsidiary, Endeavor Gathering, gas gathering lines and compression equipment
for gathering and delivery of natural gas from our core area that we operate. As of December 31, 2011, Endeavor Gathering had
invested approximately $60 million in this gathering system, including the purchase of compressors and pipe inventory, which
consisted of over 110 miles of gathering lines and approximately 15,000 horsepower of compressors that collect and compress
gas from approximately 99% of our operated gas production from wells in our core area. At year-end 2011, this gas gathering
system had takeaway capacity of 254 MMcf per day compared to our year end gross production volumes of 78.5 MMcfe per
day. This system enables us to improve the control over our production and enhances our ability to obtain access to pipelines
for ultimate sale of our gas. At present, Endeavor Gathering only gathers from wells in which we own an interest. Remaining
gas is gathered by unrelated third parties. See “Delivery Commitments and Marketing Arrangements.”

PVOG has installed and operates gathering facilities to each of the wells drilled and operated by PVOG in our jointly-
owned areas. PVOG charges us a gathering fee of $0.10/MMBtu and actual cost of compression plus five percent for all gas
gathered at the wellhead and redelivered to a central sales point. At year-end 2010, the PVOG gathering system had takeaway
capacity of 80 MMcf per day compared to production of 20.7 MMcf per day.

We do not currently own any oil gathering pipelines or processing equipment for our Bakken or Niobrara acreage. In
March 2012, we have executed a third party gas purchase agreement to transport and process the gas production from certain
Bakken wells in Billings and McKenzie County, North Dakota.

Assets Held for Sale

In December 2010, the Company finalized a plan to dispose of three drilling rigs, four compressors, pipe and valves by
sale. The majority of these assets, including the three drilling rigs, were disposed of throughout 2011 and the remaining assets
held for sale as of December 31, 2011 consists of one compressor and various valves. These assets will either be disposed of
individually or as part of a disposal group, depending on the purchaser's interest. The accounting for these assets at the plan
date was in accordance with ASC 360-10, Property, Plant and Equipment. Under this guidance, the assets are carried on the
balance sheet at their carrying value or fair value less cost to sell, whichever is less. Subsequent increases in fair value less cost
to sell will be recognized as a gain, but not in excess of the cumulative loss previously recognized. In determining fair value for
the other assets, management performed internal estimates of the value of the assets based on verbal bids gathered through their
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marketing efforts and other marketing information. Management also performed internal estimates on the cost to sell the assets,
which primarily consisted of commissions to sell the assets, and were estimated based on past experience selling similar assets
and verbal bids. As a result of determining fair value on the assets held for sale and changes in selling cost estimates, an
impairment loss, net of cash proceeds of $16.2 million in 2011, was recorded for the year ended December 31, 2011 and 2010
on the assets held for sale in the amount of $9.3 million and $10.9 million, respectively, which was included in the Impairment
of Oil and Natural Gas Properties and Assets Held for Sale in the Statements of Operations. As of December 31, 2011 and
2010, estimated selling costs on the remaining assets held for sale were estimated to be $0.1 million and $1.3 million,
respectively.

Diamond Blue Drilling

Our subsidiary, Diamond Blue, owned three drilling rigs that were laid down in 2009 due to the Company's transition to
H/B drilling. These rigs have been sold as of December 31, 2011.

Qil and Natural Gas Reserves

At December 31, 2011, our estimated total proved oil and natural gas reserves, as prepared by our independent reserve
engineering firms, MHA Petroleum Consultants, Inc. (“MHA”) and DeGolyer and MacNaughton (“D&M”), were
approximately 285.3 Befe. As of December 31, 2011, D&M estimated our proved reserves related to the Haynesville/Bossier
Shale to be 198.4 Befe, of which 78.8 Befe was proved developed reserves, and estimated our proved reserves related to the
Bakken to be 5.0 Befe, of which 2.0 Befe was proved developed reserves. MHA estimated our remaining reserves related to
other areas, including the Cotton Valley Sands, to be 81.9 Bcefe proved developed reserves. Substantially all of our proved
reserves relate to our Haynesville/Bossier Shale and Cotton Valley Sands development based on SEC rules. All of our proved
undeveloped reserves are on locations that are adjacent to wells productive in the same formations. As a result of the VPP sale
in December 2011, volumes were reduced by 14.3 Bcfe estimated future net revenue of $55.9 million and PV-10 of $45.5
million.

In December 2008, the SEC issued its final rule, Modernization of Oil and Gas Reporting, which was effective for
reporting 2009, 2010 and 2011 reserve information. In January 2010, the FASB issued its authoritative guidance on extractive
activities for oil and gas to align its requirements with the SEC's final rule. We adopted the guidance as of December 31, 2009
in conjunction with our 2009 reserve reports as a change in accounting principle.

The following table shows the estimated net quantities of our proved reserves as of the dates indicated and the Estimated
Future Net Revenues and Present Values attributable to total proved reserves at December 31, 2011, 2010 and 2009. All of our
proved reserves are located in the United States:

2011% 2010 2009
Proved Developed:
GAS (BCE) .ot bbb bbbt b bt 155.1 157.1 124.6
O1l (MMBDIS) .....covrernremreereneieneseeerentsisttsiisssssssasasssssssseseseresssrsssssesssssesssasssssssasasens 1.3 1.2 14
TOAl (BCLE)....veveeereierereeerierenisseie et sestsas e ssotssssesessssenestssssess shonesnsssnsanssresessssssesssns 162.7 164.3 133.3
Proved Undeveloped: - -
Gas (Bcf)............ e eteb ettt — bttt ettt R e et s SRS s bbb bR AR e e b b b e et : 119.8 154.9 208.6
Ol (MMBDIS) .....ooveviieeriereeieereetseseasesseseseseseesesesesessenesasassess susssssssnsssssssssesssnssensens 04 — 23
TOAl (BCLE)...veeeeiereeeeerererseeiernee et eseseenesesesssnesesasssb s sasst s s e s s s bsbaseasane 122.6 154.9 222.0
Total Proved: - - -
GAS (BCL).1veirenricererneneniinnneninii i e s sa s ns 274.9 © 3120 3332
Ol (MMBDIS) .....oovververerienseessanssssarsssssessssnssnsanseens R, erssaessans e e teenaasraserane 1.7 1.2 3.7
TOAl (BCLE) ....veveeeieeereeieercersres e eeseses e ssestsssasscsbsssasssas s assas s e asbs s s ene s nnene e ns 285.3 319.3 3553
Estimated Future Net Revenues®(SMM)...........cccooeerreeverrenrerneninns ST $S 6196 $ 6927 §  625.7
Present VAIUeD(SIMM) ..........o.ooouiuieieieieeeveeessesessessesassessesaesesssssssssessssssssssssassessssnes $ 1866 $ 2499 $ 1886
Standardized Measure (SMM) .........cc.couverinirinimsrnnmssssnssssissssssssersesissssssssseessscnses $ 1866 $ 2499 § 188.6
) For 2011, 2010 and 2009, prices used for Estimated Future Net Revenues and the Present Value are an average first-

day of the month price for the last 12 months in accordance with recent amendments to Regulations S-K and S-X of

9



the SEC. Estimated Future Net Revenues and the Present Value give no effect to federal or state income taxes
attributable to estimated future net revenues. The Present Value, or PV-10, represents the estimated future net cash

- flows attributable to our estimated proved oil and gas reserves before income tax, discounted at 10%. PV-10 may be
considered a non-GAAP financial measure as defined by the SEC. We believe that the Estimated Future Net Revenue
and Present Value are useful measures in addition to the standardized measure as it assists in both the determination of
future cash flows of the current reserves as well as in making relative value comparisons among peer companies. See
“Note M-Supplemental Information on Oil and Natural Gas Operations” in our consolidated financial statements for
information about the standardized measure of discounted future net cash flows. The standardized measure is
dependent on the unique tax situation of each individual company, while the pre-tax Present Value is based on prices
and discount factors that are consistent from company to company. We also understand that securities analysts use this
measure in similar ways.

(2) - The proved reserves as of December 31, 2011 include a reduction to both volumes and revenues to reflect committed
VPP volumes due for approximately 93 months. The effect of the VPP reduction to reserves and PV-10 is 14.3 Bcfe
and $45.5 million, respectively.

Proved oil and natural gas reserves are the estimated quantities of crude oil and natural gas which geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing
economic and operating conditions. Proved developed reserves are reserves that can be expected to be recovered through
existing wells with existing equipment and operating methods. Proved undeveloped reserves are reserves that are expected to
be recovered from new wells on undrilled acreage, or from existing wells where a relatively major expenditure is required for
recompletion.

There are numerous uncertainties inherent in estimating quantities of proved crude oil and natural gas reserves. Crude oil
and natural gas engineering is a subjective process of estimating underground accumulations of crude oil and natural gas that
cannot be precisely measured. The accuracy of any reserve estimate is a function of the quality of available data and of
engineering and geological interpretation and judgment. Results of drilling, testing and production subsequent to the date of the
estimate may justify revision of such estimate. Accordingly, reserve estimates are often different from the quantities of crude oil
and natural gas that are ultimately recovered. :

In accordance with the guidelines of the SEC, our independent reserve engineet's estimates for 2010 and 2011 of future
net revenues from our properties, and the PV-10 and standardized measure thereof, were determined to be economically
producible under existing economic conditions, which requires the use of the 12-month average price for each product,
calculated as the simple arithmetic average of the first-day-of-the-month price for the period January through December, except
where such guidelines permit alternate treatment, including the use of fixed and determinable contractual price escalations. For
2010 and 2011, the average prices used in such estimates were $4.38 and $4.12 per MMbtu of natural gas and $79.43 and
$96.19 per Bbl of crude oil, respectively. These prices do not include the impact of hedging transactions, nor do they include
applicable transportation and quality differentials, nor price differentials between natural gas liquids and oil, which are
deducted from or added to the index prices on a well by well basis.
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The following table shows our total 2011 and 2010 proved reserves by area:

Proved Reserves-2011 SEC Pricing @ ®

Natural ‘ .
oil Gas Total % Proved Pv-10P
Area (MMBbI) (Bef) (Bcfe) Developed ($ in millions)
Bakken/Three Forks...................... 0.7 03 5.0 39% $ 144
Cotton Valley Sands & Other....... 1.0 76.2 81.9 100% $ 99.3
Haynesville/Bossier Shale............. - '198.4 198.4 40% $ 72.9
Total....oeerenrreeereenreereeeeeeeereveanes 1.7 274.9 285.3 57% $ 186.6
Proved Reserves-2010 SEC Pricing®
Natural
0il Gas Total % Proved - PV-10
Area (MMBbD]) . (Bef) (Bcfe) Developed (8 in millions)
Bakken/Three Forks.........cuouen.c... — — — — 3 —
Cotton Valley Sands & Other........ 1.2 77.8 85.2 100% $ 98
Haynesville/Bossier Shale............. — 234.1 234.1 34% $ 151.9
Total....cooerererceierneceeereeenen 1.2 311.9 319.3 51% $ 249.9

(1)  PV-10 represents the present value, discounted at 10% per annum, of estimated future net revenue before income.tax of
the Company's estimated proved reserves. The PV-10 value is different than the standardized measure of discounted
estimated future net cash flows, which is calculated after income taxes. The Company believes the PV-10 is a useful
measure for evaluating the relative monetary significance of their proved reserves. Investors may use the PV-10 as a
basis for comparison of the relative size and value of the Company" s reserves to its peers

(2) The proved reserves as of December 31, 2011 and 2010 are calculated based on current SEC guldehnes The commodity
prices used in the estimate were based on the 12-month unweighted arithmetic average of the first-day-of-the-month price
during the period from January through December. For natural gas volumes, the average Henry Hub spot price of $4.12
and $4.38 for 2011 and 2010, respectively, per million British thermal units (MMBTU) and was adjusted for energy
content, transportation fees, regional price differences, and system shrinkage. For crude oil, the average West Texas.
Intermediate posted price of $96.19 and $79.43 for 2011 and 2010, respectively, per barrel and was adjusted for quality,
transportation fees, and regional price differentials.

(3)  The proved reserves as of December 31, 2011 include a reduction to both volumes and revenues to reflect committed
VPP volumes due for approx1mately 94 months. The effect of the VPP reduction to reserves and PV-10 is 14 3 Bcefe and
$45.5 million, respectively.

The amendments to Regulations S-K and S-X of the SEC also revised the guidelines for reporting proved undeveloped
reserves. Reserves may be classified as proved undeveloped if there is a high degree of confidence that the quantities will be
recovered, and they are scheduled to be drilled within five years of their initial inclusion as proved reserves, unless specific
circumstances justify a longer time. In addition, proved undeveloped reserves may be estimated through the use of reliable
technology in addition to flow tests and production history.

Approximately 43% of our year-end 2011 proved reserves are undeveloped under SEC rules. During 2011, we drilled and
completed 8 of the 35 proven undeveloped locations included in our year-end 2010 reserve reports. At the end of 2009, we,
like other operators, reviewed all our existing proved undeveloped reserves in light of the SEC's five-year rule and decided to
remove 53 Befe of proved undeveloped reserves in the Cotton Valley Sand vertical drilling opportunities, where we had 30%
working interests in non-operated locations. At December 31, 2010, due to the horizontal drilling opportunities we had in the
Haynesville/Bossier Shale and in the oil resource plays of the Bakken and Niobrara, we removed our remaining 219.6 Befe of
operated Cotton Valley Sand vertical drilling of proved undeveloped reserves to comply with the SEC's five-year rule. None of
the Cotton Valley Sands locations were actually beyond the five-year limit, but would have presénted scheduling and capital
priority issues under the SEC guidelines going forward, especially in the context of our focus on the Haynesville/Bossier Shale,
Bakken, and Niobrara horizontal drilling opportunities. We still believe the removed proven undeveloped Cotton Valley Sand
locations to be geologically and economically viable, especially if drilled horizontally. If the price environment should
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improve, we could consider accelerating these resource development opportunities.

Our proved undeveloped reserves of 122.6 Befe at December 31, 2011 correspond to 25 net (27 gross) Haynesville/
Bossier Shale horizontal drilling locations (119.8 Befe) in our core area that are planned to be drilled within the next four years
(2.7 rig years of inventory) and 1.8 net Bakken horizontal wells that are currently being drilled or waiting on completion
(502,000 BOE or 3.0 Befe). In July 2011, we temporarily suspended drilling new Haynesville/Bossier horizontal wells to focus
our capital on accelerating the development of our oil acreage. We anticipate reactivating our Haynesville/Bossier drilling
program by October 2014 to continue development of our natural gas reserves in our primary development area in East Texas.
If natural gas prices were to increase and/or Haynesville/Bossier completed well costs were to decline, we would consider
accelerating our Haynesville/Bossier development.

The quantity and value of our proved undeveloped Haynesville/Bossier Shale and Bakken reserves are dependent upon
our ability to fund the associated development costs, which were estimated to be $257.2 million in the aggregate as of
December 31, 2011 of which $224.8 million was related to Haynesville/Bossier proved undeveloped locations. The estimated
future development costs do not include our 2012 estimated exploration costs related to our Bakken drilling program, which is
estimated to be approximately $68 million (7.1 net wells) in addition to $29 million of expenditures related to seismic in the
Niobrara and capitalized interest and related G&A expense.

We have examined all sources of available funding, including our expected operating cash flows, equity issuances and
potential joint venture opportunities, and we are reasonably certain that we will be able to fund the necessary development
costs for our proved undeveloped reserves over the next four years. We have a track record of successfully raising capital to
fund our drilling plan. With our current capital structure and limitations under our Senior Secured Notes indenture, we expect
to look primarily to the equity markets to fund our Haynesville/Bossier drilling plan. The Company's stock price has
historically been highly correlated to the price of natural gas. With our having valuable natural gas assets (Haynesville/Bossier
and liquids-rich Cotton Valley) and a fully developed infrastructure, we believe an upward move in natural gas price would
have a significant increase in our stock price. In addition to potentially issuing equity to fund our drilling program, we could
sell assets and/or potentially seek a JV partner to assist in development.

Our estimates of proved reserves, related future net revenues and PV-10 at December 31, 2009, 2010 and 2011 of our
Cotton Valley Sands development reserves were prepared by our independent petroleum consultant, MHA, in accordance with
generally accepted petroleum engineering and evaluation principles and definitions and guidelines established by the SEC. The
primary person responsible for the reserve estimates prepared by MHA is Mr. John Arsenault. Mr. Arsenault is a Vice President
with MHA and has approximately 25 years of direct industry engineering experience, 11 of which have been specifically
related to reserves estimation. He obtained a B. Sc. in Petroleurn Engineering from the Colorado School of Mines in 1985 and
is a member of the Society of Petroleum Engineers.

Our estimates of proved reserves and related future net revenues and PV-10 at December 31, 2010 and 2011 with respect
to our Haynesville/ Bossier Shale and our Bakken reserves are based on reports prepared by D&M, our independent reserve
engineer, in accordance with generally accepted petroleum engineering and evaluation principles and definitions and current
guidelines established by the SEC. D&M is a Delaware corporation with offices in Dallas, Houston, Calgary and Moscow. The
firm's more than 100 professionals include engineers, geologists, geophysicists, petrophysicists and economists engaged in the
appraisal of oil and gas properties, evaluation of hydrocarbon and other mineral prospects, basin evaluations, comprehensive
field studies and equity studies related to the domestic and international energy industry. These services have been provided for
over 70 years. D&M restricts its activities exclusively to consultation; it does not accept contingency fees, nor does it own
operating interests in any oil, gas or mineral properties, or securities or notes of clients. The firm subscribes to a code of
professional conduct, and its employees actively support their related technical and professional societies. The Senior Vice
President at D&M primarily responsible for overseeing the preparation of the reserve estimates is a Registered Petroleum
Engineer in the State of Texas with more than 36 years of experience in oil and gas reservoir studies and reserve evaluations.
He graduated with a Bachelor of Science degree in Petroleum Engineering from Texas A&M University in 1974 and he is a
member of the International Society of Petroleum Engineers and the American Association of Petroleum Geologists. The firm
is a Texas Registered Engineering Firm.

Technology used to establish proved reserves

Under current SEC rules, proved reserves are those quantities of oil and natural gas, which, by analysis of geoscience and
engineering data, can be estimated with reasonable certainty to be economically producible from a given date forward, from
known reservoirs, and under existing economic conditions, operating methods, and government regulations. The term
“reasonable certainty” implies a high degree of confidence that the quantities of oil and/or natural gas actually recovered will
equal or exceed the estimate. Reasonable certainty can be established using techniques that have been proved effective by
actual production from projects in the same reservoir or an analogous reservoir or by other evidence using reliable technology
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that establishes reasonable certainty. Reliable technology is a grouping of one or more technologies (including computational
methods) that have been field tested and have been demonstrated to provide reasonably certain results with consistency and
repeatability in the formation being evaluated or in an analogous formation.

In order to establish reasonable certainty with respect to our estimated proved reserves, D&M and MHA employed
technologies that have been demonstrated to yield results with consistency and repeatability. The technologies and economic
data used in the estimation of our proved reserves include, but are not limited to, electrical logs, radioactivity logs, core
analyses, geologic maps and available down hole and production data, seismic data and well test data. Reserves attributable to
producing wells with sufficient production history were estimated using appropriate decline curves or other performance
relationships. Reserves attributable to producing wells with limited production history and for undeveloped locations were
estimated using performance from analogous wells in the surrounding area and geologic data to assess the reservoir continuity.

Internal controls over reserves estimation process.

Our policies and practices regarding internal control over the estimating of reserves are structured to objectively and
accurately estimate our oil and natural gas reserves quantities and present values in compliance with the SEC's regulations and
U.S. Generally Accepted Accounting Principles. We maintain an internal staff of petroleum engineers and geosciences
professionals who work closely with our independent petroleum consultant and our independent reserve engineer to ensure the
integrity, accuracy and timeliness of data furnished to MHA and to D&M in their reserves estimation process. Inputs to our
reserves estimation process are based on historical results for production history, oil and natural gas prices, lease operating
expenses, development costs, ownership interest and other required data. Our technical team meets regularly with -
representatives of MHA and D&M to review properties and discuss methods and assumptions used in MHA's and D&M's
preparation of the year-end reserves estimates. While we have no formal committee specifically designated to review reserve
reporting and the reserves estimation process, our senior management reviews and approves the MHA and D&M reserve
reports and any internally estimated significant changes to our proved reserves on a timely basis. For the 2011 reserve report,
our Audit Committee discussed the results of the reserve reports with Senior Management. The Audit Committee will conduct
similar reviews on an annual basis. ‘

Our Vice President-Geosciences, Timothy Benton, was the technical person within the Company primarily responsible for
overseeing the preparation of our year-end 2011 reserves estimates. Mr. Benton has over 30 years of industry experience in
engineering and reservoir evaluations. He is a Registered Professional Engineer in the state of Oklahoma, a member of the
Society of Petrophysics & Well Log Analysts and a member of the Society of Petroleum Engineers. Mr. Benton reports directly
to our Chief Executive Officer and our President.

No estimates of our proved reserves comparable to those included in this report have been included in reports to any
federal agency other than the SEC.

Acquisition, Exploration and Development Costs

The following table shows certain information regarding the costs incurred by us in our acquisition, exploration and
development activities during the periods indicated.

2011 2010 2009
(in thousands)

Development and exploration costs:

Development drillilE .......cccccciiienriiiereeeteiee e ee e e s e eeseseseseanseseaeas $ 80305 $ 7,788 $ 14202
EXPIOTatOry AIillINg ....coveveieieeeeeeeieteece ettt s er et e e eee e reanese e neseseesesenseanad e 42,479 164,355 116,250
Tubular and other drilling INVENLOTIES ......coveeeeeeeereeeeeeeeeeeeeeeeee e eereeeeeeesseeeseesesseseenans 1,068 3,167 1,697
Asset retirement ODIIZAtION.........c.ceueuiveveeeeeeiis ettt tse et eae e e s s saesesens 418 706 565
124,270 176,016 132,714
Acquisition: '
PLOVEA ...ttt st e e n e e e s e s e e e eeaeaee st e e saeanesseenesenans 4,893 3,884 6,881
UBPIOVED ..ottt ettt ss s bbb s s bbb eee 153,059 8,149 11,450
157,952 12,033 18,331 |
TOUAL. ettt ettt et e bbb s st et at e n et e e aabeereenreenseaeenteerrennnenee $ 282222 § 188,049 $ 151,045
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Oil and Natural Gas Production, Production Prices and Production Costs

For a summary of our oil and natural gas production, prices and production costs, please read “Management's Discussion
and Analysis of Financial Condition and Results of Operations- Summary Operating and Reserve Data,” which is incorporated
by reference into this Item.

Drilling Activity

We drilled or participated in the drilling of wells as set out in the table below for the periods indicated. The table was
completed based upon the date the wells were completed regardless of when drilling was initiated. You should not consider the
results of prior drilling activities as necessarily indicative of future performance, nor should you assume that there is
necessarily any correlation between the number of productive wells drilled and the oil and natural gas reserves generated by
those wells. All of the following wells were drilled in the United States.

Year Ended December 31,
2011 2010 2009
. Gross Net Gross Net Gross . Net

Development wells: .

Nataral Gas.......ccocevvveererecreverenrenennraesserens 8.0 8.0 1.0 1.0 6.0 6.0
Exploratory wells

Ol 5.0 2.1 — — — —
Natural Gas.......c.covevienvreneniecrieninenreneenns 2.0 2.0 20.0 17.3 11.0 10.9
Total.....cooreiecriiirececcere e 15.0 12.1 21.0 18.3 17.0 16.9

—— —— T —————ia— S ——————————— e———————— ————
T o s, ———————

As of December 31, 2009, we had two gross and net Haynesville/Bossier Shale horizontal wells drilling that are not
included in the table above. These wells were considered exploratory wells as they were not identified as proved undeveloped
locations in a prior year reserve report. :

Acreage

The following table shows our developed and undeveloped oil and natural gas lease and mmeral acreage as of
December 31, 2011.

Developed Undeveloped Total
Basin and State Gross Net Gross Net Gross Net
East Texas, TeXas.....ccceevevreeveereacnenrenrereene. 41,424 28,407 16,305 10,145 57,729 38,552
Bakken, Montana and North Dakota ......... 1,888 1,099 58,569 34,276 60,457 35,375
Niobrara, Wyoming...........cccciveerverveeesrennens — — 52,376 40,082 52,376 40,082
Other (United States) ..........ccoceen.... S —_— — 320 240 320 240
Total ................................................ 43,312 29,506 127,570 84,743 170,882 114,249
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The following table provides Bakken and Niobrara acreage by state and county as of December 31, 2011:

% of
GMX
Total Net Acres in
Basin and State County Acres Basin
Williston Basin (Bakken/Three Forks)
NOFtR DAKOLA ......ocooieeeeeeeieeeeeeereeeeeeeeeeeeseesesnresesesessssassssesenss Stark 9,441 27%
McKenzie 7,117 20%
Billings 10,155 29%
Dunn 1,022 . 3%
Total North Dakota............c..ccooovvvverivieiniriiciereenieeeesreeennneenens 27,735 79%
MONEANA ...........oooeteeiereeerne e e stestesestessresesseesessassnesesrnsses Richland 6,039 17%
Sheridan 1,280 3%
Wibaux 321 1%
TOtal MODEANA ...........ooneeirieriericeeeeee e reeteser e esse s resseessreneees 7,640 : 21%
Total Williston Basin (Bakken/Three Forks)..............c.cccc..c.c. 35,375 100%
DJ Basin (Niobrara)

WYOMUNE ...ttt sase e sreses e ssensenne Laramie 21,901 55%
’ Goshen 12,687 32%
v Platte 5,494 13%
Total DJ Basin (Niobrara)..............cccoveeieiercnvcerceeecereecveeieenns 40,082 100%

Total Acquisitions.............c.coevevvreriervrereerrinrereereereeree e eeenns ’ 75,457 :

Title to oil and natural gas acreage is often complex. Landowners may have subdivided interests in the mineral estate. Oil
and natural gas companies frequently subdivide the leasehold estate to spread drilling risk and often create overriding royalties.
When we purchased the properties, the purchase included title opinions prepared by counsel analyzing mineral ownership in
each well drilled. Further, for each producing well there is a division order signed by the current recipients of payments from
production stipulating their assent to the fraction of the revenues they receive. We obtain similar title opinions with respect to
each new well drilled. While these practices, which are common in the industry, do not assure that there will be no claims
against title to the wells or the associated revenues, we believe that we are within normal and prudent industry practices.
Because many of the properties in our current portfolio were purchased out of bankruptcy in 1998, we have the advantage that
any known or unknown liens against the properties were cleared in the bankruptcy. ‘

Productive Well Summary

The following table shows the number of productive wells in which we had interests as of December 31, 2011. Gross oil
and natural gas wells include wells with multiple completions. Wells with multiple completions are counted only once for
purposes of the following table.

Productive Wells
Gross Net
NAUTAL ZAS..c.veeeeceireeeie et reee st e stsae st sesn et nes eeeeeeten et st er e te b bt e s saenean 369.0 236.2
Ottt ettt ettt ettt ettt st st e st e R s st et n e st s eanssree 21.0 15.6
TOAL o ettt ettt et e st st et e e st s a e et a st st sae e naenena 390.0 251.8

A substantial portion of our productive wells are related to our Cotton Valley Sands development.
Facilities
As of December 31, 2011, we lease the following office space:

» 32,458 square feet in Oklahoma City, Oklahoma for our corporate headquarters. The annual rental cost is
approximately $487,000.
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» 1,875 square feet of office space in Marshall, Texas used primarily for our east Texas land field operations.
The annual rent is approximately $20,000.

* 4,803 square feet of office space in Denver, Colorado used primarily for our land and field operations for our
Niobrara/Bakken operations. The annual rental cost is approximately $100,000.

We also own a 50-acre operations field yard approximately seven miles southeast of Marshall, Texas that has
approximately 21,500 square feet of office and warehouse space, 48 acres on which our gas gathering sales point is located and
100 acres for expansion of our field operations near Marshall, Texas. In 2008, we opened a second field office of approximately
2,400 square feet dedicated to land operations situated on 14 acres approximately two miles from the operations field yard.

Employees

As of December 31, 2011, we had 112 full-time employees. This compares to 109 full-time employees at December 31,
2010. We also use a number of independent contractors to assist in land and field operations. We believe our relations with our
employees are satisfactory. Our employees are not covered by a collective bargaining agreement.

Delivery Commitments and Marketing Arrangements

Our ability to market oil and natural gas often depends on factors beyond our control. The potential effects of
governmental regulation and market factors, including alternative domestic and imported energy sources, available pipeline
capacity, and general market conditions, are not entirely predictable.

Natural Gas. Natural gas is generally sold pursuant to individually negotiated gas purchase contracts, which vary in
length from spot market sales of a single day to term agreements that may extend several years. None of our current contracts
require us to provide a fixed and determinable quantity of gas. However, we do have a gas transportation and a gas marketing
contract that charges us a reservation fee. Customers who purchase natural gas include marketing affiliates of the major oil and
gas companies, pipeline companies, natural gas marketing companies, and a variety of commercial and public authorities,
industrial, and institutional end-users who ultimately consume the gas. Gas purchase contracts define the terms and conditions
unique to each of these sales. The price received for natural gas sold on the spot market may vary daily, reflecting changing
market conditions. The deliverability and price of natural gas are subject to both governmental regulation and supply and
demand forces.

Substantially all of our gas from our East Texas company-operated wells is initially sold to our wholly owned subsidiary,
Endeavor Pipeline, which in turn sells gas to unrelated third parties. All of our gas is currently sold under contracts providing
for market sensitive terms that are terminable with 30-60 day notice by either party without penalty. This means that we both
enjoy the benefits of high prices in increasing price markets and suffer the impact of low prices when gas prices decline. In
addition, PVOG markets 100% of the gas produced from wells operated by PVOG in areas we jointly own. A subsidiary of
PVOG charges us a marketing fee of 1% of the sales proceeds subject to certain price caps for oil and natural gas sold on our
behalf in areas we jointly own.

In June 2009, we entered into a firm sales agreement for 15,000 MMBtu per day increasing to 100,000 MMBtu per day
through May 2014 at a price equal to the NGPL Tx-Ok index minus $0.02 per MMBtu. If we do not deliver physical gas, we
have to pay a $0.02 per MMBtu deficiency fee on volumes not delivered. We sell a commingled package of gas owned by the
Company, other working interest owners, and royalty owners under this agreement.

On February 1, 2010, we began shipping gas from east Texas to Perryville, Louisiana on the Regency pipeline under a
ten-year firm transportation agreement in which we reserved 50,000 MMBtu per day of firm capacity; we pay a demand fee of
$0.30 per MMBtu per day, and pay variable shipping fees equal to $0.05 per MMBtu plus the pipeline retains 1.0% fuel on
volumes of gas that flow under our firm agreement. We ship a commingled package of gas owned by the Company, other
working interest owners, and royalty owners under this agreement.

On February 1, 2010, as we began shipping gas on the Regency pipeline, we also began shipping gas on the Gulf States
pipeline under a ten-year firm transportation agreement in which we reserved 35,000 MMBtu per day of firm capacity; we pay
a demand fee of $0.0151 per MMBtu per day, and pay variable shipping fees equal to $0.0019 per MMBtu; there is no fuel
retained by the pipeline under our firm agreement. We ship a commingled package of gas owned by the Company, other
working interest owners, and royalty owners under this agreement.

In 2011, our largest purchaser of natural gas was Texla Energy Management, Inc. which accounted for over 48% of total
natural gas sales. Other customers that accounted for 10% or more of our 2011 total natural gas sales were Southwest Energy
L.P. and ConocoPhillips Company. We do not believe that the loss of any of our purchasers would have a material adverse
effect on our operations as there are other purchasers active in the market.

16



Crude Oil. Oil produced from our properties is sold at the prevailing field price to one or more of a number of
unaffiliated purchasers in the area. Generally, purchase contracts for the sale of oil are cancelable on 30 days’ notice. The price
paid by these purchasers is an established market or “posted” price that is offered to all producers. In 2011, our largest
purchaser of crude oil was Sunoco, Inc., which accounted for 62% of crude oil sales. Various purchasers through Penn Virginia
Oil & Gas, L.P. accounted for 30% of our sales of crude oil.

We do not believe that the loss of any of our purchasers would have a material adverse effect on our operations as there
are other purchasers active in the market,

Competition

We compete with major integrated oil and natural gas companies and independent oil and natural gas companies in all
areas of operation. In particular, we compete for property acquisitions and for the equipment and labor required to operate and
develop these properties. Most of our competitors have substantially greater financial and other resources than we have. In
addition, larger competitors may be able to absorb the burden of any changes in federal, state and local laws and regulations
more easily than we can, which could adversely affect our competitive position. These competitors may be able to pay more for
exploratory prospects and may be able to define, evaluate, bid for and purchase a greater number of properties and prospects
than we can. Further, our competitors may have technological advantages and may be able to implement new technologies
more rapidly than we can. Our ability to explore for natural gas and oil prospects and to acquire additional properties in the
future will depend on our ability to conduct operations, to evaluate and select suitable properties and to consummate
transactions in this highly competitive environment. In addition, most of our competitors have operated for longer than we have
and have demonstrated the ability to operate through industry cycles.

Availability of Supplies and Materials

At various times, we have and may continue to experience occasional or prolonged shortages or unavailability of drilling
rigs, drill pipe and other material used in oil and natural gas drilling. Such unavailability could result in increased costs, delays
in timing of anticipated development or cause interests in undeveloped oil and natural gas leases to lapse.

Regulation

Exploration and Production. The exploration, production and sale of oil and natural gas are subject to various types of
local, state and federal laws and regulations. These laws and regulations govern a wide range of matters, including the drilling
and spacing of wells, allowable rates of production, restoration of surface areas, plugging and abandonment of wells and
requirements for the operation of wells. Our operations are also subject to various conservation requirements. These include the
regulation of the size and shape of drilling and spacing units or proration units and the density of wells that may be drilled and
the unitization or pooling of oil and natural gas properties. In this regard, some states allow forced pooling or integration of
tracts to facilitate exploration while other states rely on voluntary pooling of lands and leases. In addition, state conservation
laws establish maximum rates of production from oil and natural gas wells, generally prohibit the venting or flaring of natural
gas and impose certain requirements regarding the ratability of production. All of these regulations may adversely affect the
rate at which wells produce oil and natural gas and the number of wells we may drill. All statements in this report about the
number of locations or wells reflect current laws and regulations.

The failure to comply with these rules and regulations can result in substantial penalties. Our competitors in the oil and
natural gas industry are subject to the same regulatory requirements and restrictions that affect our operations.

Environmental, Health and Safety Matters. We are subject to various federal, regional, state and local laws and
regulations governing health and safety, the discharge of materials into the environment or otherwise relating to environmental
protection. These laws and regulations may, among other things, require the acquisition of permits to conduct exploration,
drilling and production operations; govern the amounts and types of substances that may be released into the environment in
connection with oil and gas drilling and production; restrict the way we handle or dispose of our materials and wastes; limit or
prohibit construction or drilling activities in sensitive areas such as wetlands, wilderness areas or areas inhabited by endangered
or threatened species; require investigatory and remedial actions to mitigate pollution conditions caused by our operations or
attributable to former operations; and impose obligations to reclaim any abandoned well sites and pits. These laws and
regulations may also restrict the rate of oil and natural gas production below the rate that would otherwise be possible. The
regulatory burden on the oil and gas industry increases the cost of doing business in the industry and consequently affects
profitability. Compliance with these laws and regulations requires expenditures of time and financial resources, and failure to
comply with these laws, regulations and permits may result in the assessment of administrative, civil and criminal penalties, the
imposition of remedial obligations and the issuance of orders enjoining some or all of our operations in affected areas. While
we believe that compliance with current requirements will not have a material adverse effect on our financial condition or
results of operations, there is no assurance that changes in environmental requirements for the interpretation or enforcement of
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them will not have a material adverse effect.

Natural gas, oil or other pollutants, including salt water brine, may be discharged in many ways, including from a well or
drilling equipment at a drill site, leakage from pipelines or other gathering and transportation facilities, leakage from storage
tanks and sudden discharges from damage or explosion at natural gas facilities or oil and natural gas wells. Discharged
hydrocarbons may migrate through soil to water supplies or adjoining property, giving rise to additional liabilities. Accidental
releases or spills of substances may occur in the course of our operations, and we cannot assure you that we will not incur
significant costs and liabilities as a result of such releases or spills, including any third party claims for damage to property,
natural resources or persons.

Additionally, federal and state legislatures and government agencies frequently revise environmental, health and safety
laws and regulations, and any changes that result in more stringent and costly compliance, waste handling, disposal, cleanup
and remediation requirements for the oil and gas industry could have a significant impact on our operating costs. The trend in
environmental regulation has been to place more restrictions and limitations on activities that may affect the environment, and
thus, any changes in environmental laws and regulations or re-interpretation of enforcement policies that result in more
stringent and costly waste handling, storage, transport, disposal, emissions or remediation requirements could have a material
adverse effect on our operations and financial position. We may be unable to pass on such increased compliance costs to our
customers.

The following is a summary of the more significant existing environmental, health and safety laws and regulations to
which our business operations are subject and for which compliance may have a material adverse impact on our capital
expenditures, results of operations or financial position.

The federal Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”), also known as the
“superfund law,” imposes liability, often regardiess of fault or the legality of the original conduct, on some classes of persons
that are considered to have contributed to the release of a “hazardous substance” into the environment. These persons include
the present and past owner or operator of a disposal site or sites where the release occurred or sites affected by the release, and
persons that dispose or arrange for disposal of hazardous substances. Persons who are or were responsible for releases of
hazardous substances under CERCLA may be subject to joint and severable liability for the costs of cleaning up the hazardous
substances that have been released into the environment and for damages to natural resources, and it is not uncommon for
neighboring landowners and other third parties to file claims for personal injury and property damage allegedly caused by the
hazardous substances released into the environment. Many states have analogous programs assigning liability for the release of
hazardous substances. Notwithstanding the petroleum exclusion, we could be subject to the liability under CERCLA or state
analogues because our drilling and production activities generate waste that may be subject to classification as hazardous
substances under CERCLA. :

The federal Resource Conservation and Recovery Act of 1976, as amended (“RCRA”), is the principal federal statute
governing the treatment, storage and disposal of hazardous wastes. RCRA imposes stringent operating and waste handling
requirements, and imposes liability for failure to meet such requirements, on a person who is a “generator” or “transporter” of
hazardous waste or an “owner” or “operator” of a hazardous waste treatment, storage or disposal facility. At present, RCRA
includes a statutory exemption that allows most oil and natural gas exploration and production waste to be classified as
nonhazardous waste. A similar exemption is contained in many of the state-law counterparts to RCRA. As a result, we are not
required to comply with a substantial portion of RCRA’s requirements because our operations generate exempt quantities of
hazardous wastes. However, at various times in the past, proposals have been made to amend RCRA to rescind the exemption
that excludes oil and natural gas exploration and production wastes from regulation as hazardous waste. Repeal or modification
of the exemption by administrative, legislative or judicial process, or modification of similar exemptions in applicable state
statutes, could increase the volume of hazardous waste we are required to manage and dispose of and could cause us to incur
increased operating expenses.

The federal Water Pollution Control Act of 1972, as amended (“Clean Water Act”), and analogous state laws, impose
restrictions and strict controls regarding the discharge of pollutants into certain water bodies. Pursuant to the Clean Water Act
and analogous state laws, permits must be obtained to discharge pollutants into waters of the United States or, under state law,
state surface or subsurface waters. Any such discharge of pollutants into regulated waters must be performed in accordance
with the terms of a permit issued by the EPA or the analogous state agency. Spill prevention, control and countermeasure
requirements under federal law require appropriate operating protocols including containment berms and similar structures to
help prevent the contamination of regulated waters in the event of a petroleum hydrocarbon tank spill, rupture or leak. In
addition, the Clean Water Act and analogous state laws require individual permits or coverage under general permits for
discharges of storm water runoff from certain types of facilities or during construction activities.

Our operations employ hydraulic fracturing techniques to stimulate natural gas production from unconventional
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geological formations, which entails the injection of pressurized fracturing fluids (consisting of water, sand and certain
chemicals) into a well bore. The federal Energy Policy Act of 2005 amended the Underground Injection Control (“UIC”)
provisions of the federal Safe Drinking Water Act (“SDWA”™) to exclude hydraulic fracturing from the definition of
“underground injection” under certain circumstances. However, the repeal of this exclusion has been advocated by certain
advocacy organizations and others in the public. Legislation to amend the SDWA to repeal this exemption and require federal
permitting and regulatory control of hydraulic fracturing, as well as legislative proposals to require disclosure of the chemical
constituents of the fluids used in the fracturing process, were proposed in recent sessions of Congress. Similar legislation could
be introduced in the current session of Congress, which commenced on January 3, 2011. Scrutiny of hydraulic fracturing
activities continues in other ways, with the EPA having commenced a study of the potential environmental impacts of hydraulic
fracturing, the results of which are anticipated to be available by late 2012. Last year, a committee of the U.S. House of
Representatives commenced investigations into hydraulic fracturing practices. The U.S. Department of the Interior has
announced that it will consider regulations relating to the use of hydraulic fracturing techniques on public lands and disclosure
of fracturing fluid constituents. In addition, some states and localities have adopted, and others are considering adopting,
regulations or ordinances that could restrict hydraulic fracturing in certain circumstances, or that would impose higher taxes,
fees or royalties on natural gas production. For example, New York has imposed a de facto moratorium on the issuance of
permits for certain hydraulic fracturing practices until an environmental review and potential new regulations are finalized,
which will at the earliest be spring 2012. Significant controversy has surrounded drilling operations in Pennsylvania. Wyoming,
Colorado, Arkansas, and Texas have adopted rules requiring drilling operators conducting hydraulic fracturing activities in
those states to publicly disclose the chemicals used in the fracturing process. If new federal or state laws or regulations that
significantly restrict hydraulic fracturing are adopted, such legal requirements could result in delays, eliminate certain drilling
and injection activities, make it more difficult or costly for us to perform fracturing and increase our costs of compliance and
doing business. It is also possible that our drilling and injection operations could adversely affect the environment, which could
result in a requirement to perform investigations or clean-ups or in the incurrence of other unexpected material costs or
liabilities.

The Oil Pollution Act of 1990, as amended (“OPA”), which amends the Clean Water Act, establishes strict liability for
owners and operators of facilities that are the site of a release of oil into-waters of the United States. The OPA and its -associated
regulations impose a variety of requirements on responsible parties related to the prevention of oil spills and liability for
damages resulting from such spills. A “responsible party” under the OPA includes owners and operators of certain onshore
facilities from which a release may affect regulated waters.

The Federal Clean Air Act, as amended (“Clean Air Act”), and state air pollution permitting laws, restrict the emission of
air pollutants from many sources, including processing plants and compressor stations and potentially from our drilling and
production operations, and as a result affects oil and natural gas operations. We may be required to incur compliance costs or
capital expenditures for existing or new facilities to remain in compliance. In addition, more stringent regulations governing
emissions of air pollutants, including greenhouse gases such as methane (a component of natural gas) and carbon dioxide
(“CO2”) are being developed by the federal government, and may increase the costs of compliance for some facilities or the
cost of transportation or processing of produced oil and gas which may affect our operating costs. Obtaining permits has the
potential to delay the development of oil and natural gas projects. While we may be required to incur certain capital
expenditures in the next few years for air pollution control equipment or.other air emissions-related issues, we do not believe,
based on current law, that such requirements will have a material adverse effect on our operations.

In response to findings that emissions of carbon dioxide, methane and other greenhouse gases from industrial and energy
sources contribute to increases of carbon dioxide levels in the earth’s atmosphere and oceans and cause global warming, effects
on climate, and other environmental effects and therefore present an endangerment to public health and the environment, the
EPA has adopted various regulations under the federal Clean Air Act addressing emissions of greenhouse gases that may affect
the oil and gas industry. On November 8, 2010, the EPA finalized rules expanding its Mandatory Greenhouse Gas Reporting
Rule, originally promulgated in October 2009, to be applicable to the oil and natural gas industry, including certain onshore oil
and natural gas production activities, which may affect certain of our existing or future operations and require the inventory and
reporting of emissions. In addition, EPA has taken the position that existing Clean Air Act provisions require an assessment of
greenhouse gas emissions within the permitting process for certain large new or modified stationary sources under EPA’s
Prevention of Significant Deterioration (“PSD”) and Title V permit programs beginning in 2011. Facilities triggering permit
requirements may be required to reduce greenhouse gas emissions consistent with “best available control technology” standards
if deemed to be cost-effective. Such changes will affect state air permitting programs in states that administer the federal Clean
Air Act under a delegation of authority, including states in which we have operations. In the last Congress, numerous legislative
measures were introduced that would have imposed restrictions or costs on greenhouse gas emissions, including from the oil
and gas industry. It is uncertain whether similar measures will be introduced in, or passed by, the new Congress which
convened in January 2012. In addition, the United States has been involved in international negotiations regarding greenhouse
gas reductions under the United Nations Framework Convention on Climate Change. In addition, certain U.S. states or regional
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coalitions of states have adopted measures regulating or limiting greenhouse gases from certain sources or have adopted
policies seeking to reduce overall emissions of greenhouse gases. The adoption and implementation of any international treaty,
of federal or state legislation or regulations, imposing reporting obligations on, or limiting emissions of greenhouse gases from,
our equipment and operations could require us to incur costs to comply with such requirements and possibly require the
reduction or limitation of emissions of greenhouse gases associated with our operations and other sources within the industrial
or energy sectors. Such legislation or regulations could adversely affect demand for the oil and natural gas we produce or the
cost of transportation and processing our products. Finally, it should be noted that some scientists have concluded that
increasing concentrations of greenhouse gases may produce changes in climate or weather, such as increased frequency and
severity of storms, floods and other climatic events, which if any such effects were to occur, could have adverse physical
effects on our exploration and production operations or associated infrastructure or disrupt markets for our products.

The federal Endangered Species Act, as amended (“ESA”), and comparable state laws, may restrict activities that affect
endangered and threatened species or their habitats. Some of our facilities may be located in areas that are designated as habitat
for endangered or threatened species. The designation of previously unidentified endangered or threatened species could cause
us to incur additional costs or become subject to operating restrictions or bans in the affected areas. For example, the Sand
Dune Lizard, Lesser Prairie Chicken, Sage Grouse and certain wildflower species have been proposed for listing and are
currently under review by the U.S. Fish & Wildlife Service ("FWS").

We are subject to a number of federal and state laws and regulations, including the federal Occupational Safety and
Health Act, as amended (“OSHA™), and comparable state laws, whose purpose is to protect the health and safety of workers. In
addition, the OSHA hazard communication standard, the EPA community right-to-know regulations under Title III of the
federal Superfund Amendment and Reauthorization Act and comparable state statutes require that information be maintained
concerning hazardous materials used or produced in our operations and that this information be provided to employees, state
and local government authorities and citizens. These laws and provisions of CERCLA require reporting of spills and releases of
hazardous chemicals in certain situations. ’

We do not believe that our environmental, health and safety risks will be materially different from those of comparable
U.S. companies in the oil and natural gas industry. Nevertheless, there can be no assurance that such environmental, health and
safety laws and regulations will not result in a curtailment of production or material increase in the cost of production,
development or exploration or otherwise adversely affect our capital expenditures, financial condition and results of operations.

In accordance with industry practice, we maintain insurance against some, but not all, potential operating losses including
environmental liabilities, and some environmental risks generally are not fully insurable. For some operating risks, we may not
obtain insurance if we believe the cost of available insurance is excessive relative to the risks presented. If a significant
operating accident or other event occurs and is not fully covered by insurance, it could adversely affect the profitability or
viability of the Company.

In addition, because we have acquired and may acquire interests in properties that have been operated in the past by
others, we may be liable for environmental damage, including historical contamination, caused by such former operators.
Additional liabilities could also arise from continuing violations or contamination not discovered during our assessment of the
acquired properties. '

Natural Gas Marketing and Transportation. Our sales of natural gas are affected by the availability, terms and cost of
transportation. The price and terms for access to pipeline transportation are subject to extensive federal and state regulation.
From 1985 to the present, several major regulatory changes have been implemented by Congress and the Federal Energy
Regulatory Commission (“FERC”). The FERC regulates interstate natural gas transportation rates, and terms and conditions of
service, which affects the marketing of natural gas that we produce, as well as the revenues we receive for sales of our natural
gas. Since 1985, the FERC has endeavored to make natural gas transportation more accessible to natural gas buyers and sellers
on an open and non-discriminatory basis. Beginning in 1992, the FERC issued a series of orders, beginning with Order
No. 636, to implement its open access policies. As a result, the interstate pipelines’ traditional role of providing the sale and
transportation of natural gas as a single service has been eliminated and replaced by a structure under which pipelines provide
transportation and storage service on an open access basis to others who buy and sell natural gas. Although the FERC’s orders
do not directly regulate natural gas producers, they are intended to foster increased competition within all phases of the natural
gas industry.

In 2000, the FERC issued Order No. 637 and subsequent orders, which imposed a number of additional reforms designed
to enhance competition in natural gas markets. Among other things, Order No. 637 revised the FERC’s pricing policy by
waiving price ceilings for short-term released capacity for a two-year experimental period, and effected changes in FERC
regulations relating to scheduling procedures, capacity segmentation, penalties, rights of first refusal and information reporting.

In addition, the FERC is continually proposing and implementing new rules affecting segments of the natural gas
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industry, most notably interstate natural gas transmission companies, that remain subject to FERC’s jurisdiction. These
initiatives may also affect the intrastate transportation of gas under certain circumstances. The stated purpose of many of these
regulatory changes is to promote competition among the various sectors of the natural gas industry and these initiatives
generally reflect more light-handed regulation.

The natural gas industry historically has been very heavily regulated. Therefore, we cannot provide any assurance that the
less stringent regulatory approach established by the FERC under Order No. 637 will continue. However, we do not believe
that any action taken will affect us in a way that materially differs from the way it affects other natural gas producers, gatherers
and marketers with which we compete.

The price at which we sell natural gas is not currently subject to federal rate regulation and, for the most part, is not
subject to state regulation. However, with regard to our physical sales of these energy commodities, we are required to observe
anti-market manipulation laws and related regulations enforced by the FERC, the Commodity Futures Trading Commission, or
the CFTC and/or the Federal Trade Commission, or the FTC. Please see below the discussion of “Other Federal Laws and
Regulations Affecting Our Industry—Energy Policy Act of 2005.” Should we violate the anti-market manipulation laws and
regulations, we could also be subJ ect to related third party damage claims by, among others, sellers, royalty owners and taxing
authorities.

Crude Oil Marketing and Transportation. Our sales of crude oil and condensate are currently not regulated and are made
at market prices. Nevertheless, Congress could reenact price controls in the future.

Intrastate oil pipeline transportation rates are subject to regulation by state regulatory commissions. The basis for
intrastate oil pipeline regulation, and the degree of regulatory oversight and scrutiny given to intrastate oil pipeline rates, varies
from state to state. Insofar as effective interstate and intrastate rates are equally applicable to all comparable shippers, we
believe that the regulation of oil transportation rates will not affect our operations in any way that is materially different from
those of our competitors who are similarly situated.

Further, intrastate common carrier oil pipelines must provide service on a non-discriminatory basis. Under this open
access standard, common carriers must offer service to all similarly situated shippers requesting service on the same terms and
under the same rates. Accordingly, we believe that access to oil pipeline transportation services generally will be available to us
to the same extent as to our similarly situated competitors.

Other Federal Laws and Regulations Affecting Our Industry

Energy Policy Act of 2005. On August 8, 2005, President Bush signed into law the Energy Policy Act of 2005, or the
EPAct 2005. Among other matters, EPAct 2005 amends the NGA to add an anti-manipulation provision which makes it
unlawful for any entity to engage in prohibited behavior prescribed by the FERC. EPAct 2005 also provides the FERC with the
power to assess civil penalties of up to $1,000,000 per day for violations of the NGA and increases the FERC’s civil penalty
authority under the NGPA from $5,000 per violation per day to $1,000,000 per violation per day. The civil penalty provisions
are applicable to entities that engage in the sale of natural gas for resale in interstate commerce. On January 19, 2006, the
FERC issued Order No. 670, a rule implementing the anti-manipulation provision of EPAct 2005. The rule makes it unlawful
for any entity, directly or indirectly, in connection with the purchase or sale of natural gas subject to the jurisdiction of FERC,
or the purchase or sale of transportation services subject to the jurisdiction of FERC, (1) to use or employ any device, scheme
or artifice to defraud; (2) to make any untrue statement of material fact or omit to make any such statement necessary to make
the statements made not misleading; or (3) to engage in any act, practice, or course of business that operates as a fraud or deceit
upon any person. The anti-manipulation rules do not apply to activities that relate only to intrastate or other non-jurisdictional
sales or gathering, but do apply to activities of gas pipelines and storage companies that provide interstate services, such as
Section 311 service, as well as otherwise non-jurisdictional entities to the extent the activities are conducted “in connection
with” gas sales, purchases or transportation subject to FERC jurisdiction, which now includes the annual reporting
requirements under Order 704. The anti-manipulation rules and enhanced civil penalty authority reflect an expansion of
FERC’s NGA enforcement authority. Should we fail to comply with all applicable FERC administered statutes, rules,
regulations, and orders, we could be subject to substantial penalties and fines.

FTC Anti-Manipulation Rule. Effective November 4, 2009, pursuant to the Energy Independence and Security Act of
2007, the FTC issued a rule prohibiting market manipulation in the petroleum industry. The FTC rule prohibits any person,
directly or indirectly, in connection with the purchase or sale of crude oil, gasoline or petroleum distillates at wholesale from:
(a) knowingly engaging in any act, practice or course of business, including the making of any untrue statement of material
fact, that operates or would operate as a fraud or deceit upon any person; or (b) intentionally failing to state a material fact that
under the circumstances renders a statement made by such person misleading, provided that such omission distorts or is likely
to distort market conditions for any such product. A violation of this rule may result in civil penalties of up to $1 million per
day per violation, in addition to any applicable penalty under the Federal Trade Commission Act.

21



Additional proposals and proceedings that might affect the natural gas industry are pending before Congress, FERC and
the courts. We cannot predict the ultimate impact of these or the above regulatory changes to our natural gas operations. We do
not believe that we would be affected by any such action materially differently than similarly situated competitors.

Certain Technical Terms
Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used herein in reference to oil or other liquid hydrocarbons.
BBtu. Billion Btus.
Bcf. Billion cubic feet.

Bcfe. Billion cubic feet of natural gas equivalent, determined using the ratio of one Bbl of oil or condensate to six Mcf of
natural gas. '

BOE. Barrel of oil equivalent.

Btu. British thermal unit, which is the heat required to raise the temperature of a one pound mass of water from 58.5 to
59.5 degrees Fahrenheit.

Developed Acreage. The number of acres which are allocated or assignable to producing wells or wells capable of
production.

Development Location. A location on which a development well can be drilled.

Development Well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic horizon
known to be productive.

Drilling Unit. An area specified by governmental regulations or orders or by voluntary agreement for the drilling of a
well to a specified formation or formations which may combine several smaller tracts or subdivides a large tract, and within
which there is usually some right to share in production or expense by agreement or by operation of law.

Dry Hole. A well found to be incapable of producing either oil or gas in sufficient quantities to justify completion as an
oil or gas well.

Estimated Future Net Revenues. Estimated future gross revenue to be generated from the production of proved reserves,
net of estimated production, future development costs, and future abandonment costs, using an average first-day of the month
price for the last 12 months under the new SEC rules and costs in effect as of the date of the report or estimate, without giving
effect to non-property related expenses such as general and administrative expenses, debt service and future income tax
expense or to depreciation, depletion and amortization. k '

Exploratory Well. A well drilled to find and produce oil or gas in an unproved area, to find a new reservoir in a field
previously found to be productive of oil or gas in another reservoir, or to extend a known reservoir.

Finding and Development Costs. The total costs incurred for exploration and development activities (excluding
exploratory drilling in progress and drilling inventories), divided by total proved reserve additions. To the extent any portion of
the proved reserve additions consist-of proved undeveloped reserves, additional costs would have to be incurred in order for
such proved undeveloped reserves to be produced. This measure may differ from the measure used by other oil and natural gas
companies. »

Gross Acre. An acre in which a working interest is owned.
Gross Well. A well in which a working interest is owned.
H/B Hz. Haynesville/Bossier Shale horizontal well.

Hz. Horizontal.

Infill Drilling. Drilling for the development and production of proved undeveloped reserves that lie within an area
bounded by producing wells.

Injection Well. A well which is used to place liquids or gases into the producing zone during secondary/tertiary recovery
operations to assist in maintaining reservoir pressure and enhancing recoveries from the field or productive horizons.
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Lease Operating Expense. All direct costs associated with and necessary to operate a producing property.
MBbIs. Thousand barrels.

MBtu. Thousand Btus.

Mcf Thousand cubic feet.

Mcfe. Thousand cubic feet of natural gas equivalent, determined using the ratio of one Bbl of oil or condensate to six Mcf
of natural gas.

Mcfpd. Thousand cubic feet per day.
MMBbis. Million barrels.

MMBtu. Million Btus.

MMcf. Million cubic feet.

MMcfe. Million cubic feet of natural gas equivalent, determined using the ratio of one Bbl of oil or condensate to six Mcf
of natural gas.

Natural Gas Liguids. Liquid hydrocarbons which have been extracted from natural gas (e.g., ethane, propane, butane and
natural gasoline).

Net Acres or Net Wells. The sum of the fractional working interests owned in gross acres or gross wells.
NYMEX. New York Mercantile Exchange.

Operator. The individual or company responsible for the exploration, exploitation and production of an oil or natural gas
well or lease, usually pursuant to the terms of a joint operating agreement among the various parties owning the working
interest in the well.

Present Value. When used with respect to oil and natural gas reserves, present value means the Estimated Future Net
Revenues discounted using an annual discount rate of 10%.

Productive Well. A well that is producing oil or gas or that is capable of production.

Proved Developed Reserves. Proved reserves are expected to be recovered through existing wells with existing equipment
and operating methods. Additional oil and natural gas expected to be obtained through the application of fluid injection or other
improved recovery techniques for supplementing the natural forces and mechanisms of primary recovery are included as
proved developed reserves only after testing by pilot project or after the operation of an installed program as confirmed through
production response that increased recovery will be achieved.

Proved Reserves. Proved natural gas and oil reserves are those quantities of natural gas and oil, which, by analysis of
geoscience and engineering data, can be estimated with reasonable certainty to be economically producible—from a given date
forward, from known reservoirs, and under existing economic conditions, operating methods, and government regulations—
prior to the time at which contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably
certain, regardless of whether deterministic or probabilistic methods are used for the estimation. The project to extract the
hydrocarbons must have commenced or the operator must be reasonably certain that it will commence the project within a
reasonable time. The area of a reservoir considered as proved includes (a) the area identified by drilling and limited by fluid
contacts, if any, and (b) adjacent undrilled portions of the reservoir that can, with reasonable certainty, be judged to be
continuous with it and to contain economically producible natural gas or oil on the basis of available geoscience and
engineering data. In the absence of information on fluid contacts, proved quantities in a reservoir are limited by the lowest
known hydrocarbons (LKH) as seen in a well penetration unless geoscience, engineering, or performance data and reliable
technology establishes a lower contact with reasonable certainty. Where direct observation from well penetrations has defined a
highest known oil (HKO) elevation and the potential exists for an associated gas cap, proved oil reserves may be assigned in
the structurally higher portions of the reservoir only if geoscience, engineering, or performance data and reliable technology
establish the higher contact with reasonable certainty. Reserves which can be produced economically through application of
improved recovery techniques (including, but not limited to, fluid injection) are included in the proved classification when
(a) successful testing by a pilot project in an area of the reservoir with properties no more favorable than in the reservoir as a
whole, the operation of an installed program in the reservoir or an analogous reservoir, or other evidence using reliable
technology establishes the reasonable certainty of the engineering analysis on which the project or program was based and
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(b) the project has been approved for development by all necessary parties and entities, including governmental entities.
Existing economic conditions include prices and costs at which economic producibility from a reservoir is to be determined.
The price shall be the average price during the 12-month period prior to the ending date of the period covéred by the report,
determined as an unweighted arithmetic average of the first-day-of-the-month price for each month within such period, unless
prices are defined by contractual arrangements, excluding escalations based upon future conditions.

Proved Undeveloped Reserves. Proved reserves that are expected to be recovered from new wells on undrilled acreage, or
from existing wells where a relatively major expenditure is required for recompletion. Reserves on undrilled acreage shall be
limited to those directly offsetting development spacing areas that are reasonably certain of production when drilled, unless
evidence using reliable technology exists that establishes reasonable certainty of economic producibility at greater distances.
Undrilled locations can be classified as having undeveloped reserves only if a development plan has been adopted indicating
that they are scheduled to be drilled within five years, unless the specific circumstances, justify a longer time. Estimates for
proved undeveloped reserves are not attributed to any acreage for which an application of fluid injection or other improved
recovery technique is contemplated, unless such techniques have been proved effective by actual projects in the same reservoir
or an analogous reservoir, or by other evidence using reliable technology establishing reasonable certainty.

Recompletion. The completion for production of an existing wellbore in another formation from that in which the well
has previously been completed.

Royalty. An interest in an oil and natural gas lease that gives the owner of the interest the right to receive a portion of the
production from the leased acreage (or of the proceeds of the sale), but generally does not require the owners to pay any portion
of the costs of drilling or operating wells on the leased acreage. Royalties may be either landowner’s royalties, which are
reserved by the owner of a leased acreage at the time the lease is granted, or overriding royalties, which are usually reserved by
an owner of the leasehold in connection with the transfer to a subsequent owner.

Secondary Recovery. An artificial method or process used to restore or increase production from a reservoir after the
primary production by the natural producing mechanism and reservoir pressure has experienced partial depleuon Gas injection
and water flooding are examples of this technique.

Undeveloped Acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit the
production of commercial quantities of oil and natural gas regardless of whether such acreage contains proved reserves.

Waterflood. A secondary recovery operation in which water is injected into the producing formation in order to maintain
reservoir pressure and force oil toward and into the producing wells.

Working Interest. An interest in an oil and natural gas lease that gives the owner of the interest the right to drill for and
produce oil and natural gas on the leased acreage and requires the owner to pay a share of the costs of drilling and production
operations.

Workover. To carry out remedial operations on a productive well with the intention of restoring or increasing production.
Availability of Information

Our SEC filings are available to the public over the Internet at the SEC’s web site at www.sec.gov. You may also read and
copy any document we file at the SEC’s public reference room located at 100 F Street, N.E., Washington D.C. 20549. Please
call the SEC at 1-800-SEC-0330 for further information on the public reference room and copy charges. Also, using our
website, http://www.gmxresources.com, you can access electronic copies of documents we file with the SEC, including our
annual reports on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K and any amendments to those
reports. Information on our website is not incorporated by reference in this report. You may also request a copy of those filings,
excluding exhibits, at no cost by writing Alan Van Horn at our principal executive office, which is located at 9400 North
Broadway, Suite 600, Oklahoma City, OK 73114, or by telephone or email at (405) 600-0711 or avanhorn@gmxresources.com,
respectively.
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Item 1A. Risk Factors.
Risks Related to GMX

The following are some of the important factors that could affect our financial performance or could cause actual results
to differ materially from estimates contained in our forward-looking statements. We may encounter risks in addition to those
described below. Additional risks and uncertainties not currently known to us, or that we currently deem to be immaterial, may
also impair or adversely affect our business, results of operation, financial condition and prospects.

Our future performance depends upon our ability to obtain capital to find or acquire additional oil and natural gas reserves
that are economically recoverable.

Unless we successfully replace the reserves that we produce, our reserves will decline, eventually resulting in a decrease
in oil and natural gas production and lower revenues and cash flows from operations. The business of exploring for, developing
and acquiring reserves requires substantial capital expenditures. Our ability to make the necessary capital investment to
maintain or expand our oil and natural gas reserves is limited by our relatively small size. In addition, approximately 43% of
our total estimated proved reserves at December 31, 2011 were undeveloped. By their nature, estimates of undeveloped
reserves are less certain. Recovery of such reserves will require significant capital expenditures and successful drilling
operations. Further, our drilling activities are subject to numerous risks, including the risk that no commercially productive oil
or natural gas reserves will be encountered. Thus, our future natural gas and oil reserves and production and, therefore, our cash
flow and income are highly dependent on our success in efficiently developing and exploiting our current reserves and
economically finding or acquiring additional recoverable reserves.

We have historically relied upon draws on our secured revolving credit facility to help fund our capital expenditures,
which agreement contained borrowing base limitations linked to our oil and gas reserves. Although we terminated our secured
revolving credit facility in connection with the issuance of our Senior Secured Notes issued in December 2011 and our Senior
Secured Notes will generally prohibit our ability to enter into a new secured revolving credit facility, our ability to borrow any
permitted future secured or unsecured indebtedness will also likely depend on the value that lenders place on our-oil and natural
gas properties, which in turn depends on prevailing commodity prices. We expect that Jower commodity prices would
constrain our ability to incur, or affect the pricing of, additional debt or equity financings, which could adversely affect our
ability to operate our business, including drilling and proving up additional recoverable reserves.

Our substantial level of indebtedness could adversely affect our financial condition and prevent us from fulfilling our
obligations under our secured and unsecured notes and our other indebtedness.

As of December 31, 2011, on a consolidated basis we had total indebtedness of $426.8 million, including $283.5 million
of senior secured indebtedness, consisting of our Senior Secured Notes, and no availability under our prior secured revolving
credit facility, which was terminated in December 2011.

Our outstanding indebtedness could have important consequences to you, including the following:

*  our high level of indebtedness could make it more difficult for us to satisfy our obligations with respect to the such
indebtedness, including any repurchase obligations that may arise thereunder;

*  our ability to obtain additional financing for working capital, capital expenditures, debt service requirements,
restructuring, acquisitions or general corporate purposes may be impaired, which could be exacerbated by further
volatility in the credit markets;

*  we must use a substantial portion of our cash flow from operations to pay interest on our indebtedness and outstanding
preferred stock, which will reduce the funds available to us for operations and other purposes;

our high level of indebtedness could place us at a competitive disadvantage compared to our competitors that may
have proportionately less debt;

*  our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate may be
limited; and

»  our high level of indebtedness makes us more vulnerable to economic downturns and adverse developments in our
business.

Any of the foregoing could have a material adverse effect on our business, financial condition, results of operations
prospects and ability to satisfy our obligations under the secured notes.
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The indenture governing our Senior Secured Notes contains certain covenants that may inhibit our ability to make
certain investments (including the repayment or redemption of other indebtedness and our preferred stock), incur additional
indebtedness and engage in certain other transactions, which could adversely affect our ability to meet our future goals.

The indenture governing our Senior Secured Notes contains certain covenants that, among other things, restrict our
ability to: -
* make investments, loans and advances, pay dividends on our common stock, and other restricted payments;
*  incur additional indebtedness;
»  grant liens, other than certain permitted liens; and
* merge, consolidate and sell our business or properties.

These restrictive covenants may restrict our ability to expend or pursue our business strategies. Our ability to comply
with these and other provisions of the indenture governing our Senior Secured Notes may be impacted by lower commodity
prices, changes in economic or business conditions, results of operations or events beyond our control. If we were unable to
repay borrowings or interest under our secured or unsecured notes, the trustee under the indenture governing the Senior
Secured Notes could proceed against the collateral securing the Senior Secured Notes. If we fail to pay interest or principal
when due under our 11.375% Senior Notes due 2019, such obligations and the obligations under our Senior Secured Notes
would also be accelerated, and we may not have sufficient liquidity to repay our indebtedness in full.

The undeveloped acreage acquired during 2011, in addition to our existing large inventory of undeveloped acreage and
large percentage of undeveloped proved reserves, creates additional economic risk. Such assets may not produce oil or
natural gas as projected.

Our success is dependent upon our ability to develop significant amounts undeveloped acreage and undeveloped reserves.
As of December 31, 2011, approximately 43% of our total proved reserves were undeveloped. Our 2011 acquisitions of Bakken
and Niobrara properties consist entirely of undeveloped acreage and do not have any undeveloped proved reserves. To the
extent the drilling results on our current properties or on the properties acquired are not as successful as we anticipate, natural
gas and oil prices decline, or sufficient funds are not available to drill these locations and reserves, we may not capture the
expected or projected value of these properties. In addition, delays in the development of our reserves or increases in costs to
drill and develop such reserves will reduce the PV-10 value of our estimated proved undeveloped reserves and future net
revenues estimated for such reserves and may result in some projects becoming uneconomic, including those on the properties
acquired during 2011.

Our current program in emerging shale plays uses some relatively new horizontal drilling and completion techniques, and
results for our planned exploratory drilling in these plays will be subject to drilling techniques and completion risks. As a
result, our drilling results may not meet our expectations for reserves or production, and we may incur material write downs
and the value of our undeveloped acreage could decline in the future.

Operations in the Bakken and Niobrara formations involve utilizing relatively new drilling and completion techniques as
developed by our service providers or us in order to maximize cumulative recoveries and to generate the highest possible
returns. Risks that we face include, but are not limited to, landing our well bore in the desired drilling zone, staying in the
desired drilling zone while drilling horizontally through the formation, running our casing the entire length of the well bore and
being able to run tools and other equipment consistently through the horizontal well bore. Risks that we face while completing
our wells include, but are not limited to, being able to fracture stimulate the planned number of stages, being able to run tools
the entire length of the well bore during completion operations and successfully cleaning out the well bore after completion of
the final fracture stimulation stage.

We currently have limited experience, and our service providers have limited experience, utilizing the latest drilling and
completion techniques being used specifically in the Bakken formations. The success of these drilling and completion
techniques can only be evaluated over time as more wells are drilled and production profiles are established over a sufficiently
long time period. If our drilling results in these formations are less than anticipated, or we are unable to execute our drilling
program because of capital constraints, lease expirations, access to gathering systems and limited takeaway capacity or
otherwise, and/or natural gas or oil prices decline, the return on our investment in these areas may not be as attractive as we
anticipate and we could incur material write downs of unevaluated properties and the value of our undeveloped acreage could
decline in the future.

Significant capital expenditures are required to veplace our reserves, and our cash flows from operations may not be
sufficient for future capital expenditures.

Our development, exploration, and acquisition activities require substantial capital expenditures. Historically, we have
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funded our capital expenditures through a combination of cash flows from operations and debt and equity financing. Future
cash flows are subject to a number of variables, such as the level of production from existing wells, prices of oil and natural
gas, and our success in developing and producing new reserves. If our cash flow from operations is not sufficient to fund our
capital expenditure budget, we may not be able to access other methods of financing on commercially reasonable terms to meet
these requirements. If revenue were to decrease as a result of lower oil and natural gas prices or decreased production, and our
access to capital were limited, we would have a reduced ability to replace our reserves which may have an adverse effect on our
results of operations and financial condition. In addition to cash flow, we anticipate funding future capital expenditures with
equity transactions, as well as, potential asset sales and joint venture opportunities.

The loss of our Chief Executive Officer or other key personnel could adversely affect us.

We depend to a large extent on the efforts and continued employment of Ken L. Kenworthy, Jr., our Chief Executive
Officer. The loss of his services could adversely affect our business. In addition, if Mr. Kenworthy resigns or we terminate him
as our Chief Executive Officer, we would be required to offer to repurchase all of our outstanding Series B Preferred Stock.
The indenture governing our Senior Secured Notes will restrict our ability to repurchase our outstanding Series B Preferred
Stock, and we may be required to issue other preferred or common stock in order to raise cash for such required repurchases.
Any such issuances required for such financing could have a dilutive effect on holders of our common stock. Our failure to be
able to comply with this obligation to repurchase our Series B Preferred Stock could have an adverse effect on such preferred
stock or on our common stock.

We are subject to financing risks.

Our future success depends in part on our ability to access capital markets and obtain financing on reasonable terms. Our
ability to access financial markets and obtain financing on commercially reasonable terms in the future is dependent on a
number of factors, many of which we cannot control, including changes in:

* our credit ratings;

*  interest rates;

» the structured and commercial financial markets;

» . market perceptions of us or the oil and natural gas exploration and production industry; and
» tax burden due to new tax laws.

Our exposure to producing properties and operations in the Bakken formation in Montana and North Dakota region makes
us vulnerable to risks associated with operating in a concentrated major geographic area.

During 2011, we acquired significant positions in undeveloped lease acreage in the Niobrara formation of the DJ
Basin in Wyoming and the Bakken/Sanish-Three Forks formation in Montana and North Dakota. As a result, we are exposed to
the risks associated with operating in this geographic area, including, but not limited to, delays or interruptions of production
from these wells caused by transportation capacity constraints, curtailment of production, availability of equipment, facilities,
personnel or services, significant governmental regulation, natural disasters, adverse weather conditions, plant closures for
scheduled maintenance or interruption of transportation of oil or natural gas produced from the wells in this area. In addition,
the effect of fluctuations on supply and demand may become more pronounced within specific geographic oil and gas
producing areas, which may cause these conditions to occur with greater frequency or magnify the effect of these conditions.
Such delays or interruptions could have a material adverse effect on our financial condition and results of operations.

A majority of our production, revenue and cash flow from operating activities has been derived historically from assets that
are concentrated in a single geographic area.

A substantial majority of our estimated proved reserves at December 31, 2011 were associated with our East Texas wells.
Accordingly, if the level of production from these properties substantially declines, it could have a material adverse effect on
our overall production level and our revenue. Approximately 29% of our estimated proved reserves relate to wells in the Cotton
Valley Sands and shallower layers as of December 31, 2011. During 2011, we allocated only a limited portion of our capital
expenditures, and we currently plan to allocate only a de- minimis portion of our 2012 capital expenditure budget, to our East
Texas wells. This may affect the production, revenue and cash flow we derive from further development of the these natural
gas-focused reserves, including the Cotton Valley Sands formation and Haynesville/Bossier Share formation layers.

Delays in development or production curtailment affecting our material properties may adversely affect our financial
position and results of operations.

The size of our operations and our capital expenditure budget limits the number of wells that we can develop in any given
year. Complications in the development of any single material well may result in a material adverse effect on our financial
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condition and results of operations. If we were to experience operational problems resulting in the curtailment of production in
a material number of our wells, our total production levels would be adversely affected, which would have a material adverse
effect on our financial condition and results of operations.

Increased drilling in our current leased or owned properties may cause pipeline capacity problems that may limit our ability
to sell natural gas and oil.

If drilling in the Haynesville/Bossier Shale were to accelerate, the amount of gas being produced in and around our core
area from these new wells, as well as other existing wells, may exceed the capacity of the various gathering and intrastate or
interstate transportation pipelines currently available. If this occurs, it will be necessary for new pipelines and gathering
systems to be built. In addition, capital constraints could limit our ability to build intrastate gathering systems necessary to
transport our gas to interstate pipelines. In such event, we might have to shut in our wells awaiting a pipeline connection or
capacity and/or sell natural gas production at significantly lower prices than we currently project, which would adversely affect
our results of operations.

In addition, there are crude oil and natural gas pricing and take-away risks in the Bakken and Niobrara basins. In the
Bakken, producers sell their crude oil to marketers who take delivery and title at the producer's tank battery facilities, and
transport the crude to markets for resale. Crude oil is trucked from the producer's tank batteries to both pipelines and rail
facilities whose available capacity can be curtailed in the winter season due to inclement weather. There is currently 650,000
Bbls of take-away capacity which is comprised of approximately 400,000 Bbls of pipeline capacity and 250,000 Bbls of rail
capacity. Third parties have announced expansion projects totaling approximately 1,134,000 Bbls of new capacity projects that
may become available over the next 18 months. The average difference between the WTT crude oil price and the North Dakota
Crude Oil First Purchase Price for the year ended December 31, 2011 was $5.79 per Bbl.

Natural gas produced in the Bakken has a high Btu content that requires gas processing to remove the natural gas liquids
before it can be redelivered into transmission pipelines; this is done by either producers or third party processors, who currently
operate a total of 16 plants. There is over 4.0 Bef per day of natural gas take-away capacity on transmission pipelines; the
capacity is currently fully subscribed, though the entire capacity is not currently being utilized. There have been announced
additional capacity projects totaling over 1.0 Bcf per day that are scheduled to go in service in 2012. The natural gas prices
realized by producers in the Bakken are a function of the NYMEX price, less transportation costs, plus the upgrade received
from the proceeds related to the natural gas liquids that are extracted and sold separately.

In the Niobrara, producers sell their crude oil to marketers who take delivery and title at the producer's tank battery
facilities, and transport the crude to markets for resale. Crude oil is trucked from the producer's tank batteries to pipelines
whose available capacity can be curtailed in the winter season due to inclement weather. There is currently 200,000 Bbls of
pipeline take-away capacity. The average difference between the WTI crude oil price and the Wyoming Crude Oil First
Purchase Price for the year ended December 31, 2011 was $11.47 per Bbl.

Natural gas produced in the Niobrara has a high Btu content that requires gas processing to remove the natural gas liquids
before it can be redelivered into transmission pipelines; this is done by either producers or third party processors. There is over
8.0 Bef per day of natural gas take-away capacity on transmission pipelines; the capacity is currently fully subscribed, though
approximately 40% of the entire capacity is not currently being utilized. There have been announced additional capacity
projects totaling over 2.0 Bcf per day that are scheduled to go in service in 2012. Though transmission capacity exists,
extensive gas gathering infrastructure does not currently exist in the counties in which we will operate, and will need to be built
by producers or pipeline companies. The natural gas prices realized by producers in the Niobrara are a function of the NYMEX
price, less transportation costs, plus the upgrade received from the proceeds related to the natural gas liquids that are extracted
and sold separately.

Such fluctuations and discounts could have a material adverse effect on our financial condition and results of operations.

Certain of our Cotton Valley Sands wells produce oil and natural gas at a rélatively slow rate.

We expect that our existing Cotton Valley Sands wells and certain other wells that we plan to drill on our existing
properties will produce the oil and natural gas constituting the reserves associated with those wells over a period of up to 50
years. Because of the relatively slow rates of production of our wells, our reserves will be affected by long term changes in oil
or natural gas prices or both, and we will be limited in our ability to anticipate any price declines by increasing rates of
production. We may hedge our reserve position by selling oil and natural gas forward for limited periods of time, but we do not
anticipate that, in declining markets, the price of any such forward sales will be attractive.
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The recent adoption of The Dodd-Frank Wall Street Reform and Consumer Protection Act, or the “Dodd-Frank Act,” could
have an adverse effect on our ability to use derivative instruments to reduce the effect of commodity price and other risks
associated with our business.

We use derivative instruments to manage our commodity price risk. The United States Congress recently adopted
comprehensive financial reform legislation that establishes federal oversight and regulation of the over-the-counter derivatives
market and entities that participate in that market. The Dodd-Frank Act requires the Commodity Futures Trading Commission
(the “CFTC”) and the SEC to promulgate rules and regulations implementing the new legislation within 360 days from the date
of enactment. The CFTC has also proposed regulations to set position limits for certain futures and option contracts in the
major energy markets, although it is not possible at this time to predict whether or when the CFTC will adopt those rules or
include comparable provisions in its rulemaking under the new legislation. The financial reform legislation may also require us
to comply with margin requirements and with certain clearing and trade-execution requirements in connection with our
derivative activities, although the application of those provisions to us is uncertain at this time. The financial reform legislation
may also require the counterparties to our derivative instruments to spin-off some of their derivatives activities to a separate
entity, which may not be as creditworthy as the current counterparty.

The new legislation and any new regulations could significantly increase the cost of derivative contracts (including
through requirements to post collateral, which could adversely affect our available liquidity), materially alter the terms of
derivative contracts, reduce the availability of derivatives to protect against risks we encounter, reduce our ability to monetize
or restructure our existing derivative contracts, and increase our exposure to less creditworthy counterparties. If we reduce our
use of derivatives as a result of the legislation and regulations, our results of operations may become more volatile and our cash
flows may be less predictable, which could adversely affect our ability to plan for and fund capital expenditures. Finally, the
legislation was intended, in part, to reduce the volatility of oil and natural gas prices, which some legislators attributed to
speculative trading in derivatives and commodity instruments related to oil and natural gas. Our revenues could therefore be
adversely affected if a consequence of the legislation and regulations is to lower commodity prices. Any of these consequences
could have a material adverse effect on us, our financial condition and our results of operations.

The concentration of accounts for our oil and natural gas sales, joint interest billings or hedging with third parties could
expose us to credit risk.

Substantially all of our accounts receivable result from o0il and natural gas sales or joint interest billings to third parties in
the energy industry. The concentration of customers and joint interest owners may impact our overall credit risk in that these
entities may be similarly affected by changes in economic and other conditions. Recently, we have not experienced any
material credit losses on our receivables. Future concentration of sales of oil and natural gas commensurate with decreases in
commodity prices could result in adverse effects.

In addition, our oil and natural gas swaps or other hedging contracts expose us to credit risk in the event of non-
performance by counterparties. We believe that the guarantee of a fixed price for the volume of oil and natural gas hedged
reduces volatility in our reported results of operations, financial position and cash flows from period to period and lowers our
overall business risk. However, as also discussed along with other risks specific to hedging activities, we may be exposed to
greater credit risk in the future. :

Failure by us to achieve and maintain effective internal control over financial reporting in accordance with the rules of the
SEC could harm our business and operating results and/or result in a loss of investor confidence in our financial reports,
which could have a material adverse effect on our business.

We have evaluated our internal controls systems to allow management to report on, and our independent auditors to audit,
our internal controls over financial reporting. We have performed the system and process evaluation and testing required to
comply with the management certification and auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act of
2002. As a public company, we are required to report, among other things, control deficiencies that constitute a “material
weakness” or changes in internal controls that, or that are reasonably likely to, materially affect internal controls over financial
reporting. In March 2010, we identified control deficiencies under applicable SEC and Public Company Accounting Oversight
Board rules and regulations that resulted in a “material weakness” and from management’s improper application of GAAP
resulting in corrections to our previously reported December 31, 2008 consolidated financial statements and the financial
statements for the first three quarters of 2009. Management failed to timely detect and correct errors relating to the improper
application of GAAP in determining our full cost pool impairment charges, other impairment charges, and related deferred
income taxes. Management also failed to timely detect and correct errors as a result of improperly including dilutive securities
in our computation of diluted loss per share. We reported this “material weakness” in Part II. Item 9A—Controls and
Procedures of our 2009 Form 10-K. A “material weakness™ is a deficiency, or combination of deficiencies, in internal control
over financial reporting, such that there is a reasonable possibility that a material misstatement of the Company’s annual or
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interim consolidated financial statements will not be prevented or detected on a timely basis. The report by us of a material
weakness may cause investors to lose confidence in our consolidated financial statements, and our stock price may be adversely
affected as a result. As a consequence of the material weakness described above, our management implemented a plan to add
and reassign certain duties within the financial reporting department to ensure executive financial management has sufficient
resources to properly research new and existing accounting guidance on a regular basis. As of December 31, 2011 and 2010,
qualified personnel had been added and duties have been reassigned to remediate these internal control deficiencies. If we fail
to achieve and maintain effective internal control over financial reporting, our consolidated financial statements may be
inaccurate, we may face restricted access to the capital markets and the price of our securities may be adversely affected.

The continued instability in the global financial system may have impacts on our liquidity and financial condition that we
currently cannot predict.

The continued instability in the global financial system may have a material impact on our liquidity and our financial
condition, and we may ultimately face major challenges if conditions in the financial markets do not continue to improve from
their lows in early 2009. Our ability to access the capital markets or borrow money may be restricted or made more expensive
at a time when we would like, or need, to raise capital, which could have an adverse impact on our flexibility to react to
changing economic and business conditions and on our ability to fund our operations and capital expenditures in the future. The
economic situation could have an impact on our lenders or customers, causing them to fail to meet their obligations to us, and
on the liquidity of our operating partners, resulting in delays in operations or their failure to make required payments. Also,
market conditions could have an impact on our natural gas and oil derivatives transactions if our counterparties are unable to
perform their obligations or seek bankruptcy protection. Additionally, the current economic situation could lead to further
reductions in the demand for natural gas and oil, or further reductions in the prices of natural gas and oil, or both, which could
have a negative impact on our financial position, results of operations and cash flows. While the ultimate outcome and impact
of the current financial situation cannot be predicted, it may have a material adverse effect on our future liquidity, results of
operations and financial condition.

A portion of total proved reserves as of December 31, 2011 are undeveloped, and those reserves may not ultimately be
developed.

As of December 31, 2011, approximately 43% of our estimated proved reserves were undeveloped. Recovery of
undeveloped reserves requires significant capital expenditures and successful drilling. The reserve data assumes that we can
and will make these expenditures and conduct these operations successfully. While we are reasonably certain of our ability to
make these expenditures and to conduct these operations under existing economic conditions, these assumptions may not prove
correct and we may ultimately determine the development of all, or any portion of, such proved, but undeveloped, reserves is
not economically feasible.

If we are not able to replace reserves, we may not be able to sustain production.

Our future success depends largely upon our ability to find, develop or acquire additional oil and natural gas reserves that
are economically recoverable. Unless we replace the reserves we produce through successful development, exploration or
acquisition activities, our proved reserves and production will decline over time. In addition, approximately 43% of our total
estimated proved reserves (by volume) at December.31, 2011 were undeveloped. By their nature, estimates of undeveloped
reserves are less certain.

Recovery of such reserves will require significant capital expenditures, successful drilling. Our December 31, 2011
reserve estimates reflect that our production rate on current proved developed producing reserve properties will decline at
annual rates of approximately 32%, 26%, and 7% for the next three years. The decline rates include the volumes related to the
VPP for the purposes of these calculations. Thus, our future oil and natural gas reserves and production and, therefore, our
financial condition, results of operations and cash flows are highly dependent on our success in efficiently developing our
current reserves and economically discovering or acquiring additional recoverable reserves. '

Prior to 2011, we had no experience drilling wells in the Bakken or Niobrara shale formations and less information
regarding reserves and decline rates in the Bakken and Niobrara formations than in other areas of our operations.

Prior to 2011, we had no exploration or development experience in the Bakken or Niobrara shale formations. Other
operators in the these formations and the related Williston and DJ basins have significantly more experience in the drilling of
Bakken and Niobrara wells, including the drilling of horizontal wells. As a result, we have less information with respect to the
ultimate recoverable reserves and the production decline rate in the Bakken and Niobrara formations than we have in other
areas in which we operate.
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We may not complete additional acquisitions in areas with exposure to oil, condensate and natural gas liquids.

If we are unable to complete additional Niobrara or Bakken shale acquisitions, this may detract from our efforts to realize
our growth strategy in crude oil and liquids-rich plays. Additionally, we may be unable to find or consummate other
opportunities in these areas or in other areas with similar exposure to oil, condensate and natural gas liquids on similar terms or
at all.

Development and exploration drilling may not result in commercially productive reserves.

Drilling activities are subject to many risks, including the risk that commercially productive reservoirs will not be
encountered. We cannot provide assurance that new wells drilled by us will be productive or that we will recover all or any
portion of our investment in such wells. The seismic data and other technologies we use do not allow us to know conclusively
prior to drilling a well that oil or natural gas is present or may be economically recovered and/or produced. Drilling for oil and
natural gas often involves unprofitable efforts, not only from dry wells but also from wells that are productive but do not
produce sufficient net reserves to return a profit at then-realized prices after deducting drilling, operating and other costs. The
cost of drilling, completing and operating a well is often uncertain, and cost factors can adversely affect the economics of a
project. Further, our drilling operations may be curtailed, delayed or cancelled as a result of numerous factors, including:

*  unexpected drilling conditions;

+ title problems;

*  pressure or lost circulation in formations;

*  equipment failures or accidents;

» adverse weather conditions;

+ compliance with environmental and other governmental requirements; and

* increases in the cost of, or shortages or delays in the availability of, drilling rigs, equipment and services.

If, for any reason, we are unable to economically recover reserves through our exploration and drilling activities, our
results of operations, cash flows, growth and reserve replenishment may be materially affected.

Properties that we acquire may not produce as projected and we may be unable to accurately predict reserve potential,
identify liabilities associated with the properties or obtain protection from sellers against such liabilities.

Acquisitions of producing and undeveloped properties have been an important part of our historical growth. We expect
acquisitions will also contribute to our future growth. Successful acquisitions require an assessment of a number of factors,
including recoverable reserves, exploration or development potential, future oil and natural gas prices, operating costs, and
potential environmental and other liabilities. We perform an engineering, geological and geophysical review of the acquired
properties, the scope of which review we believe is generally consistent with industry practices. However, such assessments are
inexact and their accuracy is inherently uncertain for a number of reasons. For instance, in connection with our assessments,
such a review may not permit us to become sufficiently familiar with the properties to fully assess their deficiencies and
capabilities or other liabilities associated therewith. We do not physically inspect every well. Even when we inspect a well, we
do not always discover structural, subsurface and environmental problems that may currently exist or arise in the future. Qur
review prior to signing a definitive purchase agreement may be even more limited. Often we are not entitled to contractual
indemnification for pre-closing liabilities, including environmental liabilities associated with acquired properties.

Normally, we acquire interests in properties on an “as is” basis with limited remedies for breaches of representations and
warranties. As a result, significant unknown liabilities, including environmental liabilities, may exist, and we may experience
losses due to title defects in acquisitions for which we have limited or no contractual remedies or insurance coverage. In
addition, we may acquire oil and natural gas properties that contain economically recoverable reserves that are less than
predicted. Thus, liabilities and uneconomically feasible oil and natural gas recoveries related to our acquisitions of producing
and undeveloped properties may have a material adverse effect on our results of operations and reserve growth.

If the third parties we rely on for gathering and distributing our oil and natural gas are unable to meet our needs for such
services and facilities, our future exploration and production activities could be adversely affected.

The marketability of our production depends upon the proximity of our reserves to, and the capacity of, third-party
facilities and third-party services, including oil and natural gas gathering systems, pipelines, trucking or terminal facilities, and
refineries or processing facilities. Such third parties are subject to federal and state regulation of the production and
transportation of oil and natural gas. If such third parties are unable to comply with such regulations and we are unable to
replace such service and facilities providers, we may be required to shut-in producing wells or delay or discontinue
development plans for our properties. A shut-in, delay or discontinuance could adversely affect our financial condition.
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Our undeveloped acreage must be drilled before lease expiration, generally within three to five years, in order to hold the
acreage by production. In the highly competitive market for acreage, failure to drill sufficient wells to hold acreage will
result in a substantial lease renewal cost, or if renewal is not feasible, loss of our lease and prospective drilling
opportunities.

Unless production is established within the spacing units covering the undeveloped acres on which some of the locations
are identified, the leases for such acreage could expire. As of December 31, 2011, we had leases representing 4,782 net acres
(3,491 Bakken and 1,291 East Texas) expiring in 2012, 20,337 net acres (5,882 Bakken, 11,645 Niobrara and 2,810 East Texas)
expiring in 2013 and 20,060 net acres (6,094 Bakken, 8,738 Niobrara and 5,228 East Texas) expiring in 2014. In addition, a
significant portion of the acreage that we acquired in 2011 in the Bakken and Niobrara formations described under "Item 1.
Business” will expire in the next three to five years unless extended as allowed under the terms of the individual lease
agreements or held by production by producing wells. The cost to renew such leases may increase significantly, and we may
not be able to renew such leases on commercially reasonable terms or at all. Based on anticipated drilling plans and our intent
to extend expiring leases, under the existing terms of the lease agreements, a significant portion of the acreage will not expire
as indicated. As a result, our anticipated realized expirations will be 1,710 net acres (1,125 Bakken, 585 East Texas) in 2012,
3,057 net acres (1,291 Bakken, 1,614 East Texas and 152 Niobrara) in 2013 and 6,081 net acres (1,356 Bakken, 3,488 East
Texas and 1,237 Niobrara) in 2014. In addition, on certain portions of our acreage, third-party leases become immediately
effective if our leases expire. As such, our actual drilling activities may differ materially from our current expectations, which
could adversely affect our business.

We may incur losses as a result of title defects in the properties in which we invest.

As is customary in the industry, we do not generally incur the expense of retaining lawyers to examine title to the mineral
interest when acquiring oil and gas leases or interests. Rather, we rely on the judgment of oil and gas lease brokers or landmen
who perform the fieldwork in examining records in the appropriate governmental office before attempting to acquire a lease in
a specific mineral interest. Prior to drilling an oil and gas well, it is the customary practice in our industry for the operator of
the well to obtain a preliminary title review to ensure there are no obvious defects in title to the well. Frequently, as a result of
such examinations, certain curative work must be done to correct defects in the marketability of title, and such curative work
entails expense. Our failure to cure any title defects may adversely impact our ability in the future to increase production and
reserves. There is no assurance that we will not suffer a monetary loss from title defects or title failure. Additionally,
undeveloped acreage has greater risk of title defects than developed acreage. If there are any title defects or defects in
assignment of leasehold rights in properties in which we hold an interest, we will suffer a financial loss.

We may have difficulty managing any future growth and the related demands on our resources.

We have experienced growth in the past through the expansion of our drilling program and through acquisitions. Any
future growth may place a significant strain on our financial, technical, operational and administrative resources. We may
experience difficulties in finding and retaining additional qualified personnel. In an effort to meet the demands of our planned
activities in 2012 and thereafter, we may be required to supplement our staff with contract and consultant personnel until we are
able to hire new employees. As a result, we may be unable to fully execute our growth plans, including acquiring new
properties in our core area and drilling new and existing wells in our core area, all of which could have a material adverse effect
on our growth, results of operations and our ability to pay the principal, premium, if any, and interest on our long-term
indebtedness.

Our operations in North Dakota, Montana and Wyoming could be adversely affected by abnormally poor weather
conditions.

Our operations in North Dakota, Montana and Wyoming are conducted in areas-subject to extreme weather conditions
and often in difficult terrain. Primarily in the winter and spring, our operations are often curtailed because of cold, snow and
wet conditions. Unusually severe weather could further curtail these operations, including drilling of new wells or production
from existing wells, and depending on the severity of the weather, could have a material adverse effect on our business,
financial condition and results of operations.

Hedging our production may result in losses or limit potential gains.

We enter into hedging arrangements to limit our exposure to the volatility in the prices of oil and natural gas and provide
stability to cash flows. As of December 31, 2011, we had entered into no derivative instruments. However, we expect to enter
into future derivative instruments that may crude oil and natural gas swaps, collars, three-way collars, and put spreads.
Hedging arrangements will expose us to risk of financial loss in some circumstances, including the following:
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production is substantially less than expected;
the counter-party to the hedging contract defaults on its contractual obligations; and

there is a change in the expected differential between the underlying price in the hedging agréement and actual
prices received.

In addition, these hedging arrangements may limit the benefit we would receive from increases in the prices for oil and
natural gas. Additionally, derivatives that are not hedges must be adjusted to fair value through income. If the derivative
qualifies and is designated as a cash flow hedge, the effective portion of changes in the fair value of the derivative is recognized
in other comprehensive income (loss) until the hedged item is recognized in income. The ineffective portion of a derivative's
change in fair value, as measured using the dollar offset method, is immediately recognized in gain (loss) from 011 and natural
gas hedging activities in the statement of operations.

Ifit is probable the oil or natural gas sales that are hedged will not occur, hedge accounting must be discontinued, and the
gain or loss reported in accumulated other comprehensive income (loss) is immediately reclassified into income. If a derivative
that qualified for cash flow hedge accounting ceases to be highly effective, or is liquidated or sold prior to maturity, hedge
accounting must be discontinued. The gain or loss associated with the discontinued hedges remains in accumulated other
comprehensive income (loss) and is reclassified into income as the hedged transactions occur.

While the primary purpose of our derivative transactions is to protect ourselves against the volatility in oil and natural gas
prices, under certain circumstances, or if hedges are deemed ineffective, discontinued, or terminated for any reason, we may
incur substantial losses in closing out our positions, which could have a material adverse effect on our financial condition,
results of operations, and cash flows. If we choose not to engage in hedging arrangements in the future, we may be more
adversely affected by changes in oil and natural gas prices than our competitors, who may or may not engage in hedging
arrangements.

Our working capital could be adversely affected if we enter into derivative instruments that require cash collateral.

The use of derivatives may, in some cases, require the posting of cash collateral with counterparties (i.e. margin
requirements). Although we currently do not, and do not anticipate that we will in the future, enter into derivative transactions
that require an initial deposit of cash collateral, our working capital, and by extension, our growth, could be impacted if we
enter into derivative transactions that require cash collateral, and if commodity prices move in a manner adverse to us, we may
be required to meet margin calls. Future collateral requirements are uncertain and will depend on arrangements with our
counterparties and highly volatile oil and natural gas prices.

Risks Related to the Oil and Natural Gas Industry
Oil and natural gas prices have a material impact on us.

Lower oil and natural gas prices would adversely affect our financial position, financial results, cash flows, access to
capital and ability to grow. Our revenues, operating results, profitability, future rate of growth and the carrying value of our oil
and natural gas properties depend primarily upon the prices we receive for the oil and natural gas we sell. Prices also affect the
amount of cash flow available for capital expenditures and our ability to borrow money or raise additional capital. We may
have full-cost ceiling test write-downs in the future if prices fall.

Historically, the markets for oil and natural gas have been volatile, and they are likely to continue to be volatile. Wide
fluctuations in oil and natural gas prices may result from relatively minor changes in the supply of and demand for oil and
natural gas, market uncertainty and other factors that are beyond our control, including: ’

*  worldwide and domestic supplies of oil and natural gas;

*  weather conditions;

* commodity processing, gathering, and transportation availability and the availability of refining capacity;
» the level of consumer demand for oil and natural gas;

» the price and availability of alternative fuels;

» the availability of pipeline capacity;

¢ the price and level of foreign imports of oil and natural gas;

» domestic and foreign governmental regulations and taxes;

+ the ability of the members of the Organization of Petroleum Exporting Countries to agree to and maintain oil
price and production controls;

« financial and commercial market uncertainty;
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+ political instability or armed conflict in oil and natural gas producing regions; and

» the overall global economic environment.

These factors and the volatility of the energy markets make it extremely difficult to predict future oil and natural gas price
movements with any certainty. Declines in oil and natural gas prices would not only reduce revenue, but could reduce the
amount of oil and natural gas that we can produce economically and, as a result, could have a material adverse effect on our
financial condition, results of operations and reserves. Further, oil and natural gas prices do not necessarily move in tandem.
Because approximately 96% of our reserves at December 31, 2011 are natural gas reserves, Wwe are more affected by
movements in natural gas prices.

Estimates of proved natural gas and oil reserves and present value of proved reserves are not precise.

There are numerous uncertainties inherent in estimating quantities of proved oil and natural gas reserves and their values,
including many factors beyond our control. The reserve data included in this report represent only estimates. Reserve
engineering is a subjective process of estimating underground accumulations of oil and natural gas that cannot be measured in
an exact manner. The accuracy of any reserve estimate is a function of the quality of available data, the precision of the
engineering and geological interpretation, and judgment. As a result, estimates of different engineers often vary. The estimates
of reserves, future cash flows and present value are based on various assumptions, including those prescribed by the SEC, and
are inherently imprecise. Actual future production, cash flows, taxes, development expenditures, operating expenses and
quantities of recoverable oil and natural gas reserves may vary substantially from our estimates and any significant variations in
the interpretations or assumptions underlying our estimates or changes of conditions (e.g., economic growth or regulation)
could cause the estimated quantities and net present value of our reserves to differ materially. In addition, we may adjust
estimates of proved reserves to reflect production history, results of exploration and developmental drilling, prevailing oil and
natural gas prices and other factors, many of which are beyond our control. Furthermore, the use of a 10% discount factor for
reporting purposes may not necessarily represent the most appropriate discount factor, given actual interest rates and risks to
which our business or the oil and natural gas industry in general are subject.

Quantities of proved reserves are estimated based on economic conditions, including average oil and natural gas prices
calculated at the date of assessment. A reduction in oil and natural gas prices not only would reduce the value of any proved
reserves, but also might reduce the amount of oil and natural gas that could be economically produced, thereby reducing the
quantity of reserves. Our proved reserves are estimated using assumptions of decline rates based on historic experience. Due to
the limited production history we have in our core area, our initial assumptions of decline rates are subject to modification as
we gain more experience in operating our wells. Our reserves and future cash flows may be subject to revisions, based upon
changes in economic conditions, including oil and natural gas prices, as well as due to production results, results of future
development, operating and development costs, and other factors. Downward revisions of our reserves could have an adverse
effect on our financial condition and operating results.

At December 31, 2011, approximately 43% of our estimated proved reserves (by volume) were undeveloped. Estimates
of proved undeveloped reserves are less certain than estimates of proved developed reserves. Recovery of proved undeveloped
reserves requires significant capital expenditures and successful drilling operations. The reserve data assumes that we will
make significant capital expenditures to develop our reserves. Although we have prepared estimates of these oil and natural gas
reserves and the costs associated with development of these reserves in accordance with SEC regulations, actual capital
expenditures will likely vary from estimated capital expenditures, development may not occur as scheduled and actual results
may not be as estimated.

The present value of future net revenues from our proved reserves will not necessarily be the same as the current market
value of our estimated o0il and natural gas reserves.

You should not assume that the present value of future net revenues from our proved reserves is the current market value
of our estimated oil and natural gas reserves. In accordance with current SEC requirements, we have based the estimated
discounted future net revenues from our proved reserves on the 12-month unweighted arithmetic average of the first-day-of-
the-month price for the preceding twelve months without giving effect to derivative transactions. Actual future net revenues
from our oil and natural gas properties will be affected by factors such as:

»  actual prices we receive for oil and natural gas;
« actual cost of development and production expenditures;
+  the amount and timing of actual production; and
« changes in governmental regulations or taxation.
The timing of both our production and our incurrence of expenses in connection with the development and production of
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oil and natural gas properties will affect the timing and amount of actual future net revenues from proved reserves, and thus
their actual present value. In addition, the 10% discount factor we use when calculating discounted future net revenues may not
be the most appropriate discount factor based on interest rates in effect from time to time and risks associated with us or the oil
and natural gas industry in general. Actual future prices and costs may differ materially from those used in the present value
estimates included in this report. If oil prices decline by $15.00 per Bbl, and natural gas prices decline by $0.50 per Mcf, then
our PV-10 as of December 31, 2011 would decrease by approximately $63.6 million.

We may incur write-downs of the net book values of our oil and natural gas properties that would adversely affect our equity
and earnings.

The full cost method of accounting, which we follow, requires that we periodically compare the net book value of our oil
and natural gas properties, including related deferred income taxes, to a calculated “ceiling.” The ceiling is the estimated after-
tax present value of the future net revenues from proved reserves using a 10% annual discount rate and using constant prices
and costs. Any excess of net book value of oil and natural gas properties is written off as an expense and may not be reversed in
subsequent periods even though higher oil and natural gas prices may have increased the ceiling in these future periods. The
full cost ceiling is evaluated at the end of each quarter using the 12-month average of the first day of the month SEC prices for
oil and natural gas as adjusted for our derivative positions deemed “cash flow hedge positions.” A write-off constitutes a
charge to earnings and reduces equity, but does not impact our cash flows from operating activities. Once incurred, a write-
down of oil and natural gas properties is not reversible at a later date. During 2009, we recorded impairment charges of $188.2
million on our oil and natural gas properties due to a ceiling test write-down based on the 12-month average of the first day of
the month SEC price for natural gas of $3.87 per MMBtu and a crude oil price of $61.19 per barrel. In connection with our
December 31, 2010 financial statements, we recorded an impairment charge of approximately $132.8 million on our oil and
natural gas properties due to a ceiling test writedown based on a natural gas price of $4.38 per MMBtu and a crude oil price of
$79.43 per barrel. The 2010 impairment charge was a result of our decision to remove approximately 290 net proved undrilled
Cotton Valley locations that had proved reserves totaling 219.6 Befe at December 31, 2009. Due to the drilling opportunities
we have in the Haynesville/Bossier Shale, Bakken and Niobrara Formations, we do not believe we would develop our Cotton
Valley Sands proved undeveloped locations within the required five-year timeframe under SEC requirements for including
estimated proved reserves. In addition, future development in the Cotton Valley Sands will be on a horizontal basis. During
2011, we recorded an impairment charge of approximately $195.6 million on our oil and natural gas properties due to a ceiling
test writedown based on the 12-month average of the first day of the month SEC price for natural gas of $4.12 per MMBtu and
a crude oil price of $96.19 per barrel. If commodity prices continue to remain low, we may be subject to additional ceiling test
write-downs. Future write-offs may occur that would have a material adverse effect on our net income in the period taken, but
would not affect our cash flows. Even though such write-offs do not affect cash flow, they could have an adverse effect on our
financial conditions and results of operations.

Operational risks in our business are numerous and could materially impact us.

Our operations involve operational risks and uncertainties associated with drilling for, and production and transportation
of, oil and natural gas, all of which can affect our operating results. Our operations may be materially curtailed, delayed or
canceled as a result of numerous factors, including:

» the presence of unanticipated pressure or irregularities in formations;

e accidents;

+ title problems;

»  weather conditions (including any caused by climate change);

*  compliance with governmental requirements;

+ shortages or delays in the delivery of equipment;

*  injury or loss of life,

»  severe damage to or destruction of property, natural resources and equipment; and
»  pollution or other environmental damage.

* clean-up responsibilities;

»  regulatory investigation and penalties;

+  other losses resulting in suspension of our operations; and.

+  injunctions or other proceedings that suspend, limit or prohibit operations.

In accordance with customary industry practice, we maintain insurance against some, but not all, of the risks described
above with a general liability and commercial umbrella policy. We do not maintain insurance for damages arising out of
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exposure to radioactive material. Even in the case of risks against which we are insured, our policies are subject to limitations
and exceptions that could cause us to be unprotected against some or all of the risk. The occurrence of an uninsured loss could
have a material adverse effect on our financial condition or results of operations

Competition in the oil and natural gas industry is intense, and many of our competitors have greater financial and other
resources than we do.

We compete with major integrated oil and natural gas companies and independent oil and natural gas companies in all
areas of operation. In particular, we compete for property acquisitions and for the equipment and labor required to operate and
develop these properties. Most of our competitors have substantially greater financial and other resources than we have. In
addition, larger competitors may be able to absorb the burden of any changes in federal, state and local laws and regulations
more easily than we can, which would adversely affect our competitive position. These competitors may be able to pay more
for exploratory prospects and may be able to define, evaluate, bid for and purchase a greater number of properties and
prospects than our financial or other resources permit. Further, our competitors may have technological advantages and may be
able to implement new technologies more rapidly than we can. Our ability to explore for natural gas and oil prospects and to
acquire additional properties in the future will depend on our ability to conduct operations, to evaluate and select suitable
properties and to consummate transactions in this highly competitive environment.

We may encounter difficulty in obtaining equipment and services.

Higher oil and natural gas prices and increased oil and natural gas drilling activity generally stimulate increased demand
and result in increased prices and unavailability for drilling rigs, crews, associated supplies, equipment and services. While we
have recently been successful in acquiring or contracting for services, we could experience difficulty obtaining drilling rigs,
crews, associated supplies, equipment and services in the future. These shortages could also result in increased costs or delays
in timing of anticipated development or cause interests in oil and natural gas leases to lapse. We cannot be certain that we will
be able to implement our drilling plans or do so at costs that will be as estimated or acceptable to us.

Governmental regulations could adversely affect our business.

Our business is subject to various federal, state and local laws and regulations on taxation, the exploration for and
development, production and marketing of oil and natural gas, and environmental and safety matters. Many laws and
regulations require drilling permits and govern the spacing of wells, rates, health of production, prevention of waste and
pollution and other matters. These laws and regulations have increased the costs of our operations. In addition, these laws and
regulations, and any others that are passed by the jurisdictions where we have production, could limit the total number of wells
drilled or the allowable production from successful wells, which could limit our revenues.

Laws and regulations relating to our business frequently change, and future laws and regulations, including changes to
existing laws and regulations, could adversely affect our business.

In particular and without limiting the foregoing, various tax proposals under consideration could increase our tax burden.
For example, President Obama's budget proposal for the fiscal year 2011, released on February 1, 2010, recommended the
elimination of certain key U.S. federal income tax preferences currently available to oil and gas exploration companies. These
proposed changes include, but are not limited to, (i) repeal of the percentage of depletion allowance for oil and gas properties,
(ii) the elimination of current deductions for intangible drilling and development costs, (iii) the elimination of the deduction for
Urniited Stated production activities, and (iv) the increase of the amortization period from two years to seven years for
geophysical costs paid or incurred in connection with the exploration for, or development of, oil or gas within the United States.
In addition, proposals under consideration relating to the over-the-counter derivatives market could adversely affect our
hedging program related to our natural gas and oil production, since we rely upon the over-the-counter derivatives market for
our hedging activities.

Oil and natural gas drilling and production operations can be hazardous and may expose us to environmental or other
liabilities that could adversely affect our business.

In the event of a release of oil, natural gas, well fluids, air emissions, or other substances from our operations into the
environment, we could incur liability for any and all consequences of such release, including personal injuries, property
damage, cleanup costs, damages to natural resources including drinking water resources, and governmental fines or other
sanctions. We could potentially discharge these materials into the environment in several ways, including:

e from a well or drilling equipment at a drill site;
« formations with abnormal pressures; .
« uncontrollable flows of oil, natural gas, brine or well ﬂpids;
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»  high pressures and mechanical difficulties related to our drilling operations such as stuck pipes, collapsed casings
and separated cables;

» leakage from gathering systems, pipelines, transportation facilities and storage tanks;

»  damage to oil and natural gas wells resulting from accidents during normal operations;
*  blowouts, fires, cratering and explosions; and

»  other environmental hazards and risks.

In addition, because we may acquire interests in or lease properties that have been owned or operated in the past by
others, we may be liable for environmental damage, including historical contamination, caused by such former owners or
operators. Additional liabilities could also arise from continuing violations of environmental laws and regulations or
contamination that we have not yet discovered relating to the acquired properties or any of our other properties. In addition,
government regulators could impose additional requirements relating to insurance, bonding or financial assurance, which could
increase the costs of our operations.

Although we maintain liability insurance coverage for liabilities from pollution, environmental risks generally are not
fully insurable and our insurance may not be adequate to cover any or all resulting losses or liabilities. Moreover, in the future,
we may not be able to obtain any such insurance on commercially reasonable terms. The occurrence of, or failure by us to
obtain or maintain adequate insurance coverage for, any of the events listed above could have a material adverse effect on our
financial condition and results of operations, as well as our growth, exploration, and employee recruitment activities.

To the extent we incur any environmental liabilities, they could adversely affect our results of operations or financial
condition.

Environmental liabilities could adversely affect our operating results.

We are subject to numerous environmental laws and regulations that obligate us to prevent or manage pollution, to install
and maintain pollution controls and to clean up various sites at, from or to which regulated materials may have been disposed
of or released. Under these laws and regulations, we are required to obtain permits from governmental authorities for certain of
our operations. We cannot assure you that we have been or will be at all times in complete compliance with all environmental
laws, regulations and permits. If we violate or fail to comply with these laws, regulations or permits, we could be fined or
otherwise sanctioned by regulators. We could also be held liable for any and all consequences arising out of human exposure to
such substances or other environmental damage. In addition, it is not possible for us to estimate reliably the amount and timing
of all future expenditures related to environmental matters because of:

» the uncertainties in estimating clean up or compliance costs;
*  the potential discovery of additional contamination or contamination more widespread than previously thought;

+ the uncertainty in quantifying liability under environmental laws, including those that impose joint and several
liability on all potentially responsible parties; and

+ the uncertainty of potential future changes to environmental laws and regulations and their enforcement.

Climate change legislation or regulations restricting emissions of “greenhouse gases” could result in increased operating
costs and reduced demand for the natural gas and other hydrocarbon products that we transport, store or otherwise handle
in connection with our exploration, production, transportation, storage and midstream services.

On December 15, 2009, the EPA published its findings that emissions of carbon dioxide, methane and other greenhouse
gases present an endangerment to public health and the environment because emissions of such gases are, according to the
EPA, contributing to warming of the earth’s atmosphere and other climatic changes. These findings allow the EPA to adopt and
implement regulations that would restrict emissions of greenhouse gases under existing provisions of the federal Clean Air Act.
Accordingly, the EPA recently adopted two sets of regulations addressing greenhouse gas emissions under the Clean Air Act.
The first limits emissions of greenhouse gases from motor vehicles beginning with the 2012 model year. EPA has asserted that
these final motor vehicle greenhouse gas emission standards trigger Clean Air Act construction and operating permit
requirements for stationary sources, commencing when the motor vehicle standards take effect on January 2, 2011. On June 3,
2010, EPA published its final rule to address the permitting of greenhouse gas emissions from stationary sources under the
Prevention of Significant Deterioration (“PSD”) and Title V permitting programs. This rule “tailors” these permitting programs
to apply to certain stationary sources of greenhouse gas emissions in a multi-step process, with the largest sources first subject
to permitting. It is widely expected that facilities required to obtain PSD permits for their greenhouse gas emissions will be
required to also reduce those emissions according to “best available control technology™ standards for greenhouse gases that
have yet to be developed. Any regulatory or permitting obligation that limits emissions of greenhouse gases could require us to
incur costs to reduce emissions of greenhouse gases associated with our operations and also adversely affect demand for the oil
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and natural gas that we produce.

In addition, on October 30, 2009, the EPA published a final rule requiring the reporting of greenhouse gas emissions from
specified large greenhouse gas sources in the United States on an annual basis, beginning in 2011 for emissions occurring after
January 1, 2010. On November 9, 2010, the EPA expanded its greenhouse gas reporting rule to include onshore oil and natural
gas production, processing, transmission, storage, and distribution facilities. Under these rules, reporting of greenhouse gas
emissions from such facilities, including many of our facilities, is required on an annual basis, with reporting beginning in 2012
for emissions occurring in 2011.

In June 2009, the United States House of Representatives passed the “American Clean Energy and Security Act of 2009,”
or “ACESA,” which would establish an economy-wide cap on emissions of greenhouse gases in the United States and would
require most sources of greenhouse gas emissions to obtain and hold “allowances” corresponding to their annual emissions of
greenhouse gases. Similar legislation may be considered by Congress in the future. Additionally, more than one-third of the
states have already taken legal measures to reduce emissions of greenhouse gases, primarily through the planned development
of greenhouse gas emission inventories and/or regional greenhouse gas cap and trade programs. The passage of legislation that
limits emissions of greenhouse gases from our equipment and operations could require us to incur costs to reduce the
greenhouse gas emissions from our own operations, and it could also adversely affect demand for the oil and natural gas that
we produce.

Some have suggested that one consequence of climate change could be increased severity of extreme weather, such as
increased hurricanes and floods. If such effects were to occur, our operations could be adversely affected in various ways,
including damages to our facilities from powerful winds or rising waters, or increased costs for insurance.

Another possible consequence of climate change is increased volatility in seasonal temperatures. The market for natural
gas is generally improved by periods of colder weather and impaired by periods of warmer weather, so any changes in climate
could affect the market for the fuels that we produce. Despite the use of the term “global warming” as a shorthand for climate
change, some studies indicate that climate change could cause some areas to experience temperatures substantially colder than
their historical averages. As a result, it is difficult to predict how the market for our fuels could be affected by increased
temperature volatility, although if there is an overall trend of warmer temperatures, it would be expected to have an adverse
effect on our business.

We are subject to complex laws and regulations, including environmental and safety regulations, which can adversely affect
the cost, manner and feasibility of doing business. '

We are subject to certain federal, state, and local laws and regulations relating to the exploration for, and development,
production and transportation of, oil and natural gas, as well as environmental and safety matters. We cannot be certain that
existing laws or regulations, as currently interpreted or reinterpreted in the future, or future laws or regulations will not harm
our business, results of operations and financial condition. We may be required to make large and unanticipated capital
expenditures to comply with environmental and other governmental regulations such as:

»  land use restrictions;

drilling bonds and other financial responsibility requirements;

»  spacing of wells; ’ -

» reporting or other limitations on emissions of greenhouse gases;

*  unitization and pooling of properties; :

»  habitat and endangered species protection, reclamation and remediation, and other environmental protection;
+  well stimulation processes;

+ CO2 pipeiine requirements;

»  produced water disposal;

»  safety precautions;

+  operational reporting; and
* taxation.

Under these laws and regulations, we could be liable for:
s personal injuries;
»  property and natural resource damages;
+  oil spills and releases or discharges of hazardous materials;

» well reclamation costs;
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* remediation and clean-up costs and other governmental sanctions, such as fines and penalties;

*  other environmental damages; and
*  reporting or other issues arising from greenhouse gas emissions.

Our operations could be significantly delayed or curtailed and our costs of operations could significantly increase as a
result of regulatory requirements or restrictions. We are unable to predict the ultimate cost of compliance with these
requirements or their effect on our operations. -

Potential legislative and regulatory actions could increase our costs, reduce our revenue and cash flow from oil and natural
gas sales, reduce our liquidity or otherwise alter the way we conduct our business.

Pending federal budget proposals released by the White House on February 26, 2009 and February 1, 2010 would
potentially increase and accelerate the payment of federal income taxes of independent producers of oil and natural gas.
Proposals that would significantly affect us include, but are not limited to, repealing the expensing of intangible drilling costs,
repealing the percentage depletion allowance, repealing the manufacturing tax deduction for oil and natural gas companies and
increasing the amortization period of geological and geophysical expenses. Additionally, the Senate Bill version of the Oil
Industry Tax Break Repeal Act of 2009, introduced on April 23, 2009, and the Senate Bill version of the Energy Fairness for
America Act, introduced on May 20, 2009, include many of the proposals outlined in the federal budget proposals. It is unclear,
however, whether any such changes will be enacted or how soon such changes could be effective. The passage of any
legislation as a result of the budget proposals, either Senate Bill or any other similar change in U.S. federal income tax law
could eliminate certain tax deductions that are currently available with respect to oil and natural gas exploration and
development, and any such change (i) would make it more costly for us to explore for and develop our oil and natural gas
resources and (ii) could negatively affect our financial condition, results of operation and cash flows.

The U.S. Congress is considering measures aimed at increasing the transparency and stability of the over-the-counter
(“OTC”) derivative markets and preventing excessive speculation. We maintain an active price and basis protection hedging
program related to the oil and natural gas we produce.

Additionally, we have used the OTC market exclusively for our oil and natural gas derivative contracts and rely on our
hedging activities to manage the risk of low commodity prices and to predict with greater certainty the cash flow from our
hedged production. Proposals being considered would impose clearing and standardization requirements for all OTC
derivatives and restrict trading positions in the energy futures markets. Such changes would likely materially reduce our
hedging opportunities and could negatively affect our revenues and cash flow during periods of low commodity prices.

Federal, state and local legislative and regulatory initiatives relating to hydraulic fracturing could result in increased costs

and additional operating restrictions or delays in the production of oil and natural gas, including from the developing shale
Plays. A decline in drilling of new wells and related servicing activities caused by these initiatives could adversely affect our
financial position, results of operations and cash flows.

Bills have been introduced in the previous U.S. Congress to regulate hydraulic fracturing operations and related injection
of fracturing fluids and propping agents used in fracturing fluids by the oil and natural gas industry under the federal Safe
Drinking Water Act (“SDWA?”) and to require the disclosure of chemicals used in the hydraulic fracturing process under the
SDWA, Emergency Planning and Community Right-to-Know Act (‘EPCRA”), or other authority. Hydraulic fracturingisan
important and commonly used process in the completion of unconventional oil and natural gas wells in shale, coalbed and tight
sand formations. We use hydraulic fracturing in many of our wells. Sponsors of such bills have asserted that chemicals used in
the fracturing process could adversely affect drinking water supplies, surface waters, and other natural resources, and threaten
health and safety. During the last Congress, the former Chairman of the House Energy and Commerce Committee has initiated
an investigation of the potential impacts of hydraulic fracturing, which has involved seeking information about fracturing
activities and chemicals from certain companies in the oil and gas sector. It is possible that similar measures will be considered
in the recently convened 112" Congress. In addition, in March 2010, the EPA announced its intention to conduct a
comprehensive research study on the potential adverse impacts that hydraulic fracturing may have on water quality and public
health. the initial results are expected in 2012 with the final report to be published in 2014. In addition, EPA released the results
of a separate study concerning oil and gas development in Pavillion, Wyoming in December 2011 which suggests a link
between hydraulic fracturing and groundwater contamination in the area. An independent peer-reviewed process has been
instituted to review the findings. Certain states, including Wyoming, Colorado, Arkansas and Texas have adopted rules
requiring drilling operators conducting hydraulic fracturing activities in those states to publically disclose the chemicals used in
the fracturing process. .

There has been increasing public controversy regarding hydraulic fracturing with regard to use of fracturing fluids,
impacts on drinking water supplies, use of waters, and the potential for impacts to surface water, groundwater and the
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environment generally. A number of lawsuits and enforcement actions have been initiated in Texas and other states implicating
hydraulic fracturing practices. Additional legislation or regulation could make it easier for third parties opposing the hydraulic
fracturing process to initiate legal proceedings based on allegations that specific chemicals used in the fracturing process could
adversely affect groundwater.

These proposals may lead to additional levels of regulation at the federal, state or local level that could cause operational
delays or increased operating costs and could result in additional regulatory burdens that could make it more difficult to
perform hydraulic fracturing and increase our costs of compliance and doing business.

Increased regulation and attention given to the hydraulic fracturing process could lead to greater opposition, including
litigation, to oil and gas production activities using hydraulic fracturing techniques. Additional legislation or regulation could
also lead to operational delays or increased operating costs in the production of crude oil and natural gas, including from the
developing shale plays, incurred by our customers or could make it more difficult to perform hydraulic fracturing. If these
legislative and regulatory initiatives cause a material decrease in the drilling of new wells and related servicing activities, our
business and profitability could be materially impacted. '

We are responsible for the decommissioning, abandonment and reclamation costs for our facilities, which could decrease
funds available for servicing our debt obligations and other operating expenses.

We are responsible for compliance with all applicable laws and regulations regarding the decommissioning, abandonment
and reclamation of our facilities at the end of their economic life, including addressing environmental matters, the costs of
which may be substantial. It is not possible to predict these costs with certainty since they will be a function of regulatory
requirements at the time of decommissioning, abandonment and reclamation. We may, in the future, determine it prudent or be
required by applicable laws or regulations to establish and fund one or more decommissioning, abandonment and reclamation
reserve funds to provide for payment of future decommissioning, abandonment and reclamation costs, which could decrease
funds available to service debt obligations. In addition, such reserves, if established, may not be sufficient to satisfy such future
decommissioning, abandonment and reclamation costs and we will be responsible for the payment of the balance of such costs.

Item 1B. Unresolved Staff Comments.
None.
Item 2. Properties.

The information required by Item 2 is contained in “Item 1. Business.”

Item 3. Legal Proceedings.

A putative class action lawsuit was filed by the Northumberland County Retirement System and Oklahoma Law
Enforcement Retirement System in the District Court in Oklahoma County, Oklahoma, purportedly on March 10, 2011, against
the Company and certain of its officers along with certain underwriters of the Company's July 2008, May 2009 and October
2009 public offerings. Discovery requests and summons were filed and issued, respectively, in late April 2011. The complaint
alleges that the registration statement and the prospectus for the offering contained material misstatements and omissions and
seek damages under Sections 11, 12 and 15 of the Securities Act of 1933 of an unspecified equitable relief. Defendants
removed the case to federal court on May 12, 2011 and filed motions to dismiss on June 20, 2011. Plaintiffs filed a motion to
remand the case to state court on June 10, 2011, and Defendants filed an opposition to that motion. By order dated November
16, 2011, the court denied Plaintiffs' motion to remand. On February 3, 2012, Plaintiffs moved to be appointed lead plaintiff
under the Private Securities Litigation Reform Act. After the appointment of lead plaintiff, Plaintiffs are expected to file an
amended complaint, with Defendants’ responses thereto expected to be filed in early June 2012. We are currently unable to
assess the probability of loss or estimate a range of potential loss, if any, associated with the securities class action case, which
is at an early stage. '

On August 5, 2011, an individual filed a shareholders' derivative action in the United States District Court for the Western
District of Oklahoma, for the Company's benefit, as nominal defendant, against the Company's Chief Executive Officer,
President, Chief Financial Officer, and certain members of the Company's board of directors. The complaint alleges breaches of
fiduciary duty, waste of corporate assets, and unjust enrichment on the part of each of the named defendants and is premised on
substantially the same facts alleged in the above-described securities lawsuit. The complaint seeks unspecified amounts of
compensatory damages, implementation of certain corporate governance changes, and disgorgement of compensation and
trading profits from the individual defendants, as well as interest and costs, including legal fees from the defendants. The
‘Company is a nominal defendant, and the complaint does not seek any damages against the Company; however, the Company
may have indemnification obligations to one or more of the defendants under the Company organizational documents. On
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October 17, 2011, the individual defendants and the Company as nominal defendant filed motions to dismiss the complaint for
failure to make demand, or in the alternative, to stay the derivative action pending the outcome of the securities lawsuit. The
case is currently stayed pending the outcome of the motions to dismiss that are expected to be filed with respect to the
securities lawsuit described above.

On February 7 and 9, 2012, two individuals filed separate shareholder derivative actions in the District Court of
Oklahoma County, in the State of Oklahoma, for the Company's benefit, as nominal defendant, against the Company's Chief
Executive Officer, President, Chief Financial Officer, and each member of the Company's board of directors. The petitions
assert claims similar to those asserted in the federal court derivative action described above. Plaintiffs recently filed a motion
to consolidate the two state court derivative actions, and the court consolidated the two actions. The parties are conferring
about the schedule for the filing of an amended petition and defendants' responses thereto..

The Company is party to various legal actions arising in the normal course of business. Matters that are probable of
unfavorable outcome to the Company and which can be reasonably estimated are accrued. Such accruals are based on
information known about the matters, the Company's estimates of the outcomes of such matters, and its experience in
contesting, litigating, and settling similar financial position or results of operations after consideration of recorded accruals.

Item 4. Mine Safety Disclosures.
Not applicable
PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities. '

Common Stock

The high and low sales prices for our common stock as listed on The New York Stock Exchange during the periods
described below were as follows:

High Low
Year Ended December 31, 2011 ’
First Quarter ........... et $ 6.45 $ 4.15
SECONA QUATET ......eeeviiriiiriieirerteeeeereerresrestee e sseesseesessessressnrassesssesnasssassnesnsessesnsenaet ' 6.48 4.14
ThIrd QUATET ......covveniieeeeete et crceteereet et eraes e res et e coreseeseses s seserssasesensenersenns 5.36 1.90
Fourth QUATLET ........cooeiuiiiiieeeeteeeeee e e e e vessa s s assnenans reeeeenes 2.62 1.15
Year Ended December 31, 2010
FArSt QUATLET ..ottt e st ceresestesvesseesessessaesessasssassssessesssssesssencasesseesceseens $ 15.00 $ 7.86
SECONA QUATTET ...c.ceiiiniieieieie ettt st et se s cobe st e e sreses e sessasonesesensens . 9.62 6.00
Third QUATLET ......civeiiriiiiciricrtecesece et seeee s e e as ssssaesasssessessessassnorassassanes 7.28 3.98
FOUth QUATTET ......eeeeiiiiiiteeieeiereecteerer e e e seeseesteseneeesssasssaessasssesssensenssesssessannsas 5.95 4.05

As of March 2, 2012, there were 74 record owners of our common stock and an estimated 19,000 beneficial owners.

Dividend Policy

We have never declared or paid any cash dividends on our shares of common stock and do not anticipate paying any cash
dividends on our shares of common stock in the foreseeable future. Currently, we intend to retain any future earnings for use in
the operation and expansion of our business. Any future decision to pay cash dividends on our common stock will be at the
discretion of our board of directors and will be dependent upon our financial condition, results of operations, capital
requirements and other facts our board of directors may deem relevant. The declaration and payment of dividends is currently
prohibited under the terms of the indenture governing our Senior Secured Notes and may be similarly restricted in the future.

Securities Authorized for Issuance under Equity Compensation Plans

The following table summarizes the number of outstanding options granted to employees and directors, as well as the
number of securities remaining available for future issuance, under our equity compensation plans as of December 31, 2011.
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Number of
securities remaining

Number of ' available for future
securities to be Weighted- issuance under
issued upon average exercise equity compensation
exercise of price of plans (excluding
outstanding outstanding securities to be issued upon
Plan Category options options exercise of outstanding options)
Equity compensation plans approved by security holders............ 459,551 $ 27.17 1,312,759
Equity compensation plans not approved by security holders...... — $ — —
TOMAL...eoeoreeercveoeseeeneseseresssssesasssseeesseseeeesesesssesessssesesssasesssmesas 459,551 $ 27.17 ’ 1,312,759

Shareholder Return Performance Graph

The following graph compares the cumulative total shareholder returns of our Common Stock during the five years ended
December 31, 2011 with the cumulative total shareholder returns of the Russell 2000 Index and the NYSE Arca Oil Index. The
comparison assumes an investment of $100 on December 31, 2006 in each of our Common Stock, the Russell 2000 Index and
the NYSE Arca QOil Index and that any dividends were reinvested.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among GMX Resources, Inc., the Russell 2000 Index, and NYSE Arca Oil index
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*$100 invested on 12/31/06.in stock or index, including reinvestment of dividends.
Fiscal year ending December 31.

Purchases of Equity Securities

There were no repurchases of our common stock during for the year ended December 31, 2011.
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Item 6. Selected Financial Data.

The following table presents our selective financial information for the periods indicated which were derived from our
consolidated financial statements. It should be read in conjunction with our consolidated financial statements and related notes
(beginning on page F-1 at the end of this report) and other financial information included herein.

Year Ended December 31,
2011 2010 2009 2008 2007
(in thousands, except share and per share data)

Statement of Operations Data:
Qil and natural gas sales ..........cccoceveevennrrrnvennenne $ 116,741 $ 96,523 $ 94,294 $ 125,736 $ 67,883
Expenses:
Lease 0perations........cc.coeeereerererrcrnsesscsesserennenne 13,420 10,651 11,776 15,101 8,982
Production and severance taxes" ...................... 1,196 743 (930) 5,306 2,746
General and administrative ............ccccceriiverrneenes 28,363 27,119 21,390 16,899 8,717
Depreciation, depletion and amortization.......... 50,270 38,061 31,006 31,744 18,681
Impairment of oil and natural gas properties
and assets held for sale..........cccorvrnvcnnnnnee. 205,754 143,712 188,150 192,650 —

Total EXPENSES....ccverrrrereireereerereererenrrrerenns 299,503 220,286 251,392 261,700 39,126
Income (loss) from operations ..........cceceveveenee (182,762) (123,763) (157,098) (135,964) 28,757
Total non-operating income (expense)............... (23,071) (18,768) (24,022) (14,174) (3,862)
Income (loss) before income taxes ...........eueuen. (205,833) (142,531)  (181,120) (150,138) 24,895
(Provision) benefit for income taxes................. 615) 4,239 33 26,217 (8,010)
Net income (10SS) ...vereveererrrrrrererereesereraereseeerenss (206,448) (138,292) (181,087) (123,921) 16,885
Net income attributable to non-controlling
1) 01053 (11 RO OT NPT RRRPUPURIRN 5,389 3,114 173 — —
Net income (loss) applicable to GMX ............... (211,837) (141,406) (181,260) (123,921) 16,885
Preferred stock dividends..........cccoeveveervervennnenes 6,720 4,633 4,625 4,625 4,625
Net income (loss) applicable to GMX common _
Shareholders ......c.coveeueverivivierenenieecererrnesienens $ (218,557) $ (146,039) § (185,885) $ (128,546) $ 12,260
Earnings (loss) per share—basic............ccccuvuueees $ (4.12) § (5.18) $ (9.20) $ (9.04) § 0.94
Earnings (loss) per share—diluted..................... $ 4.12) $ (5.18) § 9.20) $ 9.04) $ 0.93
Weighted average common shares—basic......... 53,071,200 28,206,506 20,210,400 14,216,466 13,075,560
Weighted average common shares—diluted...... 53,071,200 28,206,506 20,210,400 14,216,466 13,208,746
Statement of Cash Flows Data: »
Cash provided by operating activities............... $ 50,593 $ 58,735 $ 49,490 $ 83,237 $ 52,445
Cash used in investing activities..........cococeerueunne (189,569) (176,000) (181,324) (318,360) (194,998)
Cash provided by financing activities................ S 239112 84,068 160,672 235,932 143,500
Balance Sheet Data (at end of period):
Oil and natural gas properties, net ......c..courvernne $ 338,679 $ 347,763 $§ 331,329 § 383,890 $ 320,955
Total assets........... e 542,201 507,090 522,071 525,001 395,340
Long-term debt, including current portion......... 426,831 284,969 190,278 224,342 125,734
Total GMX eqUity.....ccevemrruereeiererrnreerereererereenes 55,740 116,420 246,380 246,797 208,926

)

Production and severance taxes in 2011, 2010, 2009, 2008 and 2007 reflect severance tax refunds of $3.5 million, $3.1

million, $2.9 million, $1.2 million and $518,000, respectively, received and accrued during the year.

43



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Summary Operating and Reserve Data

The following table presents an unaudited summary of oil and natural gas production, production prices, production costs
and oil and natural gas reserve data for the periods indicated.

Year Ended December 31,
2011 ® 2010 2009 2008 2007
Production:
Oil (MBDIS) ....ovoverereeerereevereeceieneereresesseseseeseesesanses 93 95 119 190 127
Natural gas (MMcf) 20,918 14,755 12,908 11,777 7,974
Natural gas liquids (Mgals) @ .....ccooervvvervveireerrrerrnees 14,292 15,024 _ _ _
Gas equivalent (MMCfe) ...........oorrrveeeemrereemseeseresees 23,516 17,474 13,620 12,918 8,735
Natural gas VPP volumes (MMcfe).......ccoeeevenenenncne 450 — — — —
Gas equivalent production including VPP volumes
(MMCLE) oottt creeereseseseseseesesesenenenens 23,967 17,474 13,620 12,918 8,735
Average daily excluding VPP volumes (MMcfe)....... = 644 ‘ 479 37.3 35.3 23.9
Average daily including VPP volumes (MMcfe)....... . 65.7 479 373 353 239
Average Sales Price:
Oil (per Bbl)
Wellhead price........covvveeieineeseereenenrcionnneesencnenns $ 92.80 $ 7677 $ 56.61 $ 99.16 $ 71.08
Effect of hedges, excluding gain or loss from
ineffectiveness of derivatives...........ccceerereveene (0.47) —_ 19.41 (10.66) (1.97)
TOtAL ettt $ 9233 §$ 76.77 $ 76.02 $ 88.50 $ 69.11
Natural gas liquids (per gallon) ©
SALES PHICE.....cuecereriererreriree sttt eaesessesesssassenesnns $ 098 $ 079 $ — 8 — 8 —
Effect‘of hedges, excluding gain or loss from o
ineffectiveness of derivatives .........cccoceveeeevercencncne. — — — _ _
TOtAL.... ettt e et v nne e nee $ 098 §$ 079 $ — 3 — —
Natural gas (per Mcf) -
Wellhead Price.......ocereeeeereeecreenereneeseseeeaesensens $ 360 $ 373§ 385 § 950 $ 7.00
Effect of hedges, excluding gain or loss from )
ineffectiveness of derivatives.........cocooceveuenrienes 0.90 1.60 2.68 (0.34) 0.41
TOtAL oo cesreiseessesdecisnesssessccsnes $ 450 $ 533§ 653 $ 9.16 $ 7.41
Average sales price, excluding gain or loss from
ineffectiveness of derivatives (per Mcfe)................ $ 496 $ 560 $ 685 $ 9.65 § 7.77
Operating and Overhead Costs (per Mcfe): )
Lease operating expenses™ ............coooovevevrensrreeesnnns $ 056 $ 061 $ 086 $ 1.17. $ 1.03
Production and severance taxes..........coovrvemsisinscsnns 0.05 0.04 (0.07) 0.41 0.31
General and administrative. ........ccooocecrescrerionsernieenenens 1.20 1.56 1.57 1.31 1.00
Total...oooerevrierernnne e rese $ 181 § 221§ 236 $ 289 § 234
Other (per Mcfe):
Depreciation, depletion and amortization—oil and
natural gas production ...........cceseereennercnenininnnieeiees $ 1.88 $ 188 $ 1.76 $ 208 $ 1.88
Estimated Net Proved Reserves (as of period-
end):
Natural 2as (Bef) ..c.ooieenenicrncncrnnincteenrnesescnenens 2749 312.0 333.2 4353 406.3
Ol (MMDIS) .cecoooe e ssssssssnensees 1.7 1.2 3.7 5.0 47
TOtal (BCEE)...oomrrvvernrrreiesresnesssssesrsssssssssssssssssssnssssnes 285.3 3193 355.3 : 465.3 434.5
Estimated Future Net Revenues (SMM)P® .. $ 6196 $ 6927 $ 6257 $ 1,0123 § 1,896.3
Present Value (SMM)V ..o $ 1866 $ 2499 $ 188.6 $ 2807 $ 592.8
Standardized measure of discounted future net cash
F1OWS (SMM)D oo eeesessenenees $ 186.6 $ 2499 $ 188.6 $ 2288 § 4277
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M See “Item 1 Business—Certain Technical Terms.”

@ The 2011, 2010 and 2009 prices used in calculating Estimated Future Net Revenues and the Present Value are
determined using prices as prescribed by the SEC. Estimated Future Net Revenues and the Present Value give no
effect to federal or state income taxes attributable to estimated future net revenues.

@ The standardized measure of discounted future net cash flows give effect to federal and state income taxes attributable
to estimated future net revenues. In years where our effective tax rate is 0%, there is no effect to the standardized
measure for federal or state taxes as was the case in 2011, 2010 and 2009. See “Note M—Supplemental Information
on Oil and Natural Gas Operations™ in our consolidated financial statements.

@ Lease operating expenses include ad valorem taxes which increases the per Mcfe cost by $0.07, $0.09, $0.06, $0.10,
$0.01 and $0.06 in 2011, 2010, 2009, 2008 and 2007, respectively. -

® For 2011, the amounts presented are net of the Volumetric Production Payment ("VPP") volumes, with exception of
“Operating and Overhead Costs (per Mcfe),” which are presented gross of the VPP volumes.

© Natural gas liquids ("NGL") are presented for 2011 and 2010 only. For 2009, 2008 and 2007, the Company included

natural gas liquids as part of the natural gas reserves.

We are an independent oil and gas company historically engaged in the exploration, development and production of oil
and natural gas from the Haynesville/Bossier Shale and Cotton Valley Sands in our core area, the Sabine Uplift of the Carthage,
North Field of Harrison and Panola counties of East Texas. For all periods we consider and report all of our operations as one
segment because our operating areas have similar economic characteristics and each meet the criteria for aggregation as defined
in the Financial Accounting Standards Board Accounting Standards Codification 280.

During 2010, we focused on the development of our Haynesville/Bossier ("H/B") Shale horizontal well development as
well as Cotton Valley Sand wells, which are substantially all natural gas wells. During 2011, we began to shift our focus from
our core area into the Bakken and Niobrara formations in which we have acquired undeveloped acreage that consist of oil-

focused resource plays.

Results of Operations—Year ended December 31, 2011 Compared to Year ended December 31, 2010

Oil and Natural Gas Sales. Oil and natural gas sales during the year ended December 31, 2011 increased 21% to $116.7
million compared to $96.5 million during the year ended December 31, 2010. Oil and natural gas sales included gains (losses)
from the ineffectiveness from derivatives of $0.1 million and $(1.3) million for the year ended December 31, 2011 and 2010,
respectively, and are the result of a difference in the fair value of our cash flow hedges and the fair value of the projected cash
flows of a hypothetical derivative based on our expected sales point. The increase in oil and natural gas sales was due to a 35%
increase in production on a Befe-basis, a 20% increase in oil prices, a 24% increase in the average realized price of NGLs,
offset by a 16% decrease in the average realized price of natural gas, excluding ineffectiveness of hedging activities. The -
average price per barrel of oil, per gallon of natural gas liquids NGLs and Mcf of natural gas received (excluding
ineffectiveness from derivatives) in the year ended December 31, 2011 was $92.33, $0.98 and $4.50, respectively, compared to
$76.77, $0.79 and $5.33, respectively, for the year ended December 31, 2010. Our realized sales price for natural gas, excluding
the effect of hedges of $0.90 and $1.60, for the year ended December 31, 2011 and 2010, respectively, was approximately 89%
and 85% of the average NYMEX closing contract price for the respective periods. During the year ended December 31, 2011
and 2010, the conversion of natural gas to NGLs produced an upgrade of approximately $0.67 per Mcf and $0.81 per Mcf,
respectively, for every Mcf of natural gas produced. This upgrade in value was previously included in the realized price of our
natural gas sales. ’ ’

Production for the year ended December 31, 2011, increased to 24.0 Befe, which includes the production of 0.45 Bcfe
related to VPP, compared to 17.5 Befe for the year ended December 31, 2010, an increase of 37%. We completed and brought
on-line 8 H/B wells during 2011, which contributed to the increase in gas production for the period. During the first quarter of
2011, we began to separate and report the production and revenue from our NGLs, compared to prior periods in which we had
included NGL production and revenues in our natural gas production and sales amounts. NGL production for the year ended
December 31, 2011 decreased to 14,292 Mgals compared to 15,024 Mgals for the year ended December 31, 2010, a decrease of
4.9%. This decrease was due to a decrease in production in our non-Haynesville production for the year ended December 31,
2011, which has a higher NGL content compared to our H/B wells.

For the year ended December 31, 2011, as a result of hedging activities, excluding derivative ineffectiveness, we
recognized an increase in natural gas sales of $18.7 million compared to an increase in natural gas sales of $23.6 million for the
year ended December 31, 2010. The effect of our derivative contracts on oil had a $(0.47) per barrel impact in 2011 and no
impact in 2010. ‘

Lease Operations. Lease operations expense increased $2.7 million, or 25%, for the year ended December 31, 201 1to
$13.4 million, compared to $10.7 million for the year ended December 31, 2010. Lease operations expense on an equivalent
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unit of production basis decreased $0.05 per Mcfe for the year ended December 31, 2011 to $0.56 per Mcfe, including VPP
volumes, compared to $0.61 per Mcfe for the year ended December 31, 2010. The decrease in lease operations expense on an
equivalent unit basis resulted from an increase in Haynesville/Bossier horizontal well production and cost control measures
implemented by us during 2010, which lowered overall lease operating expense. With little to no incremental increase in lease
operations cost from a Cotton Valley vertical well, the significantly larger amount of production from a H/B horizontal well
will result in lower per unit lease operations costs. The overall increase in lease operations expense is primarily related to
higher gathering costs plus an increase in salt water disposal expense related to the increase in production for the year ended
December 31, 2011 compared to the year ended December 31, 2010.

Production and Severance Taxes. The State of Texas grants an exemption of severance taxes for wells that qualify as
“high cost” wells. Certain wells, including all of our H/B wells, qualify for full severance tax relief for a period of ten years or
recovery of 50% of the cost of drilling and completions, whichever is less. As a result, refunds for severance tax paid to the
State of Texas on wells that qualify for reimbursement are recognized as accounts receivable and offset severance tax expense
for the amount refundable. Production and severance taxes increased 61% to $1.2 million for the year ended December 31,
2011 compared to $0.7 million for the year ended December 31, 2010.

Depreciation, Depletion and Amortization. Depreciation, depletion and amortization expense increased $12.2 million, or
32%, to $50.3 million for the year ended December 31, 2011 compared to $38.1 million for the year ended December 31, 2010.
The oil and gas properties depreciation, depletion and amortization rate per equivalent unit of production was $1.88 per Mcfe
for both the years ended December 31, 2011 and 2010. The increase in the depreciation, depletion and amortization expense is
due to the increase in production during 2011.

Impairment of oil and natural gas properties. For the $205.8 million non-cash impairment charge recorded in the year
ended 2011, $196.4 million of the charge was related to the impairment of oil and gas properties subject to the full cost ceiling
test and $9.3 million was related to a change in value of assets held for sale. The primary factors impacting the full cost method
ceiling test are expenditures added to the full cost pool, reserve levels, value of cash flow hedges and natural gas and oil prices,
and their associated impact on the present value of estimated future net revenues. Any excess of the net book value is generally
written off as an expense. Revisions to estimates of natural gas and oil reserves and/or an increase or decrease in prices can
have a material impact on the present value of estimated future net revenues. Natural gas represents 96% of the Company's
total proved reserves, and as a result, a decrease in natural gas prices can significantly impact the Company's ceiling test.
During the year ended December 31, 2011, the 12-month average of the first day of the month natural gas price decreased 6%
from $4.38 per MMbtu at December 31, 2010 to $4.12 per MMbtu at December 31, 2011. Of the $196.4 million related to the
impairment of oil and gas properties, $121.4 million resulted from the net book value of oil and gas properties exceeding the
net present value of future net revenues, $52.3 million related to the monetization of the cash flow hedges that were used in the
full cost ceiling test and $22.7 million related to the acquisition cost of East Texas and North Louisiana undeveloped acreage
outside of our primary development area being subject to the full cost method ceiling test. Approximately $9.3 million of the
$205.8 million impairment charge was related to impairment on the Company's three drilling rigs and other inventory and
equipment, previously classified in assets held for sale and that were sold in 2011.

General and Administrative Expense. General and administrative expense for the year ended December 31, 2011 was
$28.9 million compared to $27.1 million for the year ended December 31, 2010, an increase of $1.8 million, or 6%. General
and administrative expense per equivalent unit of production was $1.20 per Mcfe, including VPP volumes, for the year ended
December 31, 2011 compared to $1.56 per Mcfe for the comparable period in 2010. The overall increase in general and
administrative expense for the year ended December 31, 2011 compared to the year ended December 31, 2010 was primarily
due to approximately $1.3 million in expenses for the year ended December 31, 2011, for legal fees related to the VPP and
other matters. General and administrative expenses include $3.7 million and $5.5 million of non-cash compensation expense as
of the year ended December 31, 2011 and 2010, respectively. Non-cash compensation represented 13% and 20% of total
general and administrative expenses for the year ended December 31, 2011 and 2010, respectively. General and administrative
expense has not historically varied in direct proportion to oil and natural gas production because certain types of general and
administrative expenses are non-recurring or fixed in nature.

Interest. Interest expense for the year ended December 31, 2011 was $31.9 million compared to $18.6 million for the
same period in 2010. For the year ended December 31, 2011 and 2010, interest expense includes non-cash interest expense of
$5.9 million and $6.5 million, respectively, related to the accounting for convertible bonds, our share lending agreement and
deferred premiums on derivative instruments. Cash interest expense for the year ended December 31, 2011 and 2010 was $30.3
million and $12.0 million, respectively, of which $7.8 million and $2.6 million, respectively was capitalized to properties not
subject to amortization on the consolidated balance sheets. The increase in cash interest expense of $18.3 million was mainly
due to the Company's issuance and sale in February 2011 of $200 million aggregate principal amount of Senior Notes due
2019.

Income Taxes. Income tax for the year ended December 31, 2011 was a provision of $0.6 million as compared to a benefit
of $4.2 million in the same period in 2010. The income tax expense and benefit recognized for the year ended December 31,
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2011 and 2010, respectively, were a result of a change in the valuation allowance on net deferred tax assets caused by a change
in deferred tax liabilities primarily related to unrealized gains on derivative contracts designated as hedges where the mark-to-
market change on the hedges, net of deferred taxes is recorded to other comprehensive income.

Net income to noncontrolling interest. Net income to noncontrolling interest increased to $5.4 million for the year ended
December 31, 2011 compared to $3.1 million for the year ended December 31, 2010. The increase is due to an increase in the
gathering fees earned by our majority-owned subsidiary in which the outside noncontrolling interest member is currently
allocated 80% of the distributions. The gathering fees earned by the subsidiary increased as a result of an increase in production
from the H/B horizontal wells that were completed and brought online.

Year ended December 31, 2010 Compared to Year ended December 31, 2009

Certain amounts in 2009 have been adjusted as disclosed in “Note B—Share Lending Arrangements and Adoption of
ASU 2009-15,” to the consolidated financial statements and reflect retrospective adjustments for the adoption of ASC 2009-15.

Oil and Natural Gas Sales. Oil and natural gas sales in the year ended December 31, 2010 increased 2% to $96.5 million
compared to the year ended December 31, 2009. This sales increase is primarily due to an increase in natural gas and oil
production of 28%, offset by a decrease in natural gas and oil prices of 18%, net of effect of hedging. The average prices per
barrel of oil and mcf of natural gas received in the year ended December 31, 2010 were $76.77 and $5.35, respectively,
compared to $76.02 and $6.53, respectively, in the year ended December 31, 2009. Oil production in 2010 decreased to 95
MBbls compared to 119 MBbls for 2009. The decrease in oil production is due to the natural decline in the Company’s Cotton
Valley Sands vertical well production, which has historically provided most of the Company’s oil production. H/B. Hz wells
typically do not have oil production. Natural gas production in 2010 increased to 16,901 MMcf for 2010 compared to 12,908
MMcf for the year ended December 31, 2009, an increase of 31%. The increase in natural gas production resulted from 19
additional producing H/B Hz wells that were completed and brought on-line during 2010 and the respective production
exceeding the normal decline in production for wells producing at the beginning of the period. Production from H/B Hz wells
accounted for 63% of total production for 2010 compared to 33% for 2009.

In the year ended December 31, 2010, as a result of hedging activities, we recognized an increase in oil and natural gas
sales of $22.3 million, compared to an increase in oil and natural gas sales of $37.9 million in the year ended December 31,
2009. In the year ended December 31, 2010, hedging, excluding ineffectiveness, increased the average natural gas sales price
by $1.39 per Mcf compared to an increase of the average natural gas and oil sales price by $2.68 per Mcf and $19.41 per Bbl in
the year ended December 31, 2009. Oil related derivative instruments had no impact on oil and natural gas sales in 2010.

Lease Operations. Lease operations expense decreased $1.1 million in the year ended December 31, 2010 to $10.7
million, a 10% decrease compared to $11.8 million in the year ended December 31, 2009. Lease operating expense on an
equivalent unit of production basis was $0.61 per Mcfe in the year ended December 31, 2010 compared to $0.86 per Mcfe for
the year ended December 31, 2009. The decrease in lease operating expenses on an equivalent unit basis resulted from a higher
volume H/B Hz well production relative to the corresponding lease operations expense per well and cost control measures
implemented during 2010. With little to no incremental increase in lease operating costs from a typical Cotton Valley vertical
well, the significantly larger amount of production from a typical H/B Hz well results in lower per unit lease operating costs.

Production and Severance Taxes. The State of Texas grants an exemption of severance taxes for wells that qualify as
“high cost” wells. Certain wells, including all of our H/B wells, qualify for severance tax relief for a period of ten years or
recovery of 50% of the cost of drilling and completion, whichever is less. As a result, refunds for severance tax paid to the State -
of Texas on wells that qualify for reimbursement are recognized as accounts receivable and offset severance tax expense for the
amount refundable (net of filing fees paid to a third party). Production and severance taxes increased 180% to a an expense of
$0.7 million for the year ended December 31, 2010 compared to a benefit of $0.9 million for the year ended December 31,

2009, as a result of the Company recording production and severance tax refunds of $2.9 million offset by production and
severance tax funds receivable of $1.3 million for the year ended December 31, 2009 for severance taxes paid in 2009 and prior
for which reimbursement was due. :

General and Administrative Expense. General and administrative expense for the year ended December 31, 2010 was
$27.1 million compared to $21.4 million for the year ended December 31, 2009, an increase of 27%. An increase of $5.7
million was due to an increase in administrative and supervisory personnel, severance compensation, as well as in increase in
corporate operating expenses due to our expected growth. General and administrative expense per equivalent unit of production
was $1.55 per Mcfe for the year ended December 31, 2010 compared to $1.57 per Mcfe for the comparable period in 2009.
Approximately $5.5 million or 20% of the general and administrative expenses in 2010 was related to non-cash compensation
expense compared to $4.6 million or 22% in 2009. General and administrative expense has not historically varied in direct
proportion to oil and natural gas production because certain types of general and administrative expenses are non-recurring or
fixed in nature. The Company expects general and administrative expenses on a per Mcfe basis to decrease as production
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increases.

Depreciation, Depletion and Amortization. Depreciation, depletion and amortization expense increased $7.1 million to
$38.1 million in the year ended December 31, 2010, up 23% from $31.0 million in the year ended December 31, 2009. The oil
and gas properties depreciation, depletion and amortization rate per equivalent unit of production was $1.88 per Mcfe in the
year ended December 31, 2010 compared to $1.76 per Mcfe in the year ended December 31, 2009. The increase is due to
current year production being a greater percentage of the total proved reserves as a result of negative reserve revisions to the
Cotton Valley proved reserves in 2010.

Impairment of oil and natural gas properties and assets held for sale. The removal of the Company’s proved
undeveloped Cotton Valley Sand Reserves from the year end 2010 reserve report and the reduction in the present value at 10%
of the reserves has limited the amount of oil and gas properties that could be capitalized on the balance sheet under the SEC’s
“ceiling” test. We recognized an impairment charge on oil and gas properties of $132.8 million in the year ended December 31,
2010 compared to an impairment charge on oil and gas properties of $188.2 million in the year ended December 31, 2009. The
Company may be required to recognize additional impairment charges or writedowns in future reporting periods if market
prices for oil decline and market prices for natural gas continue to decline or remain at their depressed levels. In addition, the
Company impaired an additional $10.9 million related to assets held for sale as of December 31, 2010.

Interest. Interest expense for the year ended December 31, 2010 was $18.6 million compared to $16.7 million for the year
ended December 31, 2009. This increase is due to a higher amount of outstanding debt during 2010, as well as non-cash interest
expense relating to the amortization of the discount of the deferred premiums on derivative instruments. Interest expense for the
years ended December 31, 2010 and 2009 includes non-cash interest expense of $4.9 million and $3.9 million, respectively
related to the accretion of the 5.00% senior convertible notes due 2013 and the 4.50% convertible senior notes due 2015.
Interest expense for 2010 and 2009 also includes amortization of the discount related to our share lending agreement of $0.7
million and $0.6 million, respectively, under the accounting rules adopted in 2010 (see Note B). In addition, interest expense
for 2010 includes $0.8 million of amortized discount related to the deferred premiums, which began during 2010.

Income Taxes. Income tax for 2010 was a benefit of $4.2 million as compared to a benefit of $33,000 in 2009. Virtually
all of the Company’s deferred tax assets are reserved except to the extent offset by deferred tax liabilities and provisions that
are recorded for items included in Accumulated Other Comprehensive Income. Deferred tax liabilities for items included in
Accumulated Other Comprehensive Income increased by $4.2 million in 2010, which resulted in the recognition (benefit) of
$4.2 million for the change in valuation allowance or net of deferred tax assets. The effective tax rates for 2010 and 2009 were
3% and 0%, respectively.

Net Loss Applicable to GMX Shareholders and Net Loss per Share

 Net Loss Applicable to GMX Shareholders and Net Loss Per Share—Year Ended December 31, 2011 Compared to Year
Ended December 31, 2010. For the years ended December 31, 2011 and 2010, we reported net loss applicable to the Company's
shareholders of $218.6 million and $146.0 million, respectively. Net loss applicable to the Company's shareholders per basic
and fully diluted share was $4.12 for the year ended 2011 compared to net loss applicable to the Company's shareholders per
basic and fully diluted share of $5.18 for the year ended 2010.

Net Loss Applicable to GMX Shareholders and Net Loss Per Share—Year Ended December 31, 2010 Compared to Year
Ended December 31, 2009. For the year ended December 31, 2010 and 2009, we reported net loss applicable to the Company's
shareholders of $146.0 million and $185.9 million, respectively. Net loss applicable to the Company's shareholders per basic
and fully diluted share was $5.18 for the year ended 2010 compared to net loss applicable to the Company's shareholders per
basic and fully diluted share of $9.20 for the year ended 2009.

Capital Resources and Liquidity

Our business is capital intensive. Our ability to grow our reserve base is dependent upon our ability to obtain outside
capital and generate cash flows from operating activities to fund our drilling and capital expenditures. Our cash flows from
operating activities are substantially dependent upon crude oil and natural gas prices, and significant decreases in market prices
of crude oil or natural gas could result in reductions of cash flow and affect our drilling and capital expenditure plan. To
mitigate a portion of our exposure to fluctuations in natural gas prices, we have historically entered into natural gas swaps,
three-way collars and put spreads. As a result of paying off our bank credit facility and to increase current liquidity, the
Company monetized its remaining natural gas hedge portfolio in December 2011. The Company received $18.5 million, net of
deferred premiums payable. We plan to continue to hedge oil and natural gas in the future to mitigate our commodity price
risk.

* We continually review our drilling and capital expenditure plans and may change the amount we spend based on industry
and market conditions and the availability of capital. For the year ended December 31, 2011, our cash outlays for capital
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expenditures were $272 million, of which $126 million was the cash portion of acreage acquisitions and seismic in the
Williston Basin, DJ Basin-Niobrara and East Texas, $124 million was for drilling operations, and $22 million related to
capitalized interest, corporate expenditures and rig sub-lease fees. Of the $124 million in capital expenditures for drilling
operations, $16.2 million related to drilling operations in the Williston Basin-Niobrara and $107.8 million related to East Texas
drilling and other capital expenditures. We have elected to temporarily suspend execution of our H/B Hz program until natural
gas prices or lower completed well costs support more economical drilling, which we expect to occur by mid-year 2014.

As of December 31, 2011, we had $106.8 million of cash and cash equivalents, including $4.3 million in restricted cash.
Through the period ended December 31, 2011, we have funded our operating expenses and capital expenditures through
positive operating cash flows, as well as from $105.3 million raised from the issuance of 22,173,518 shares of our common
stock in February 2011, $25.8 million raised from the issuance of 1,135,565 shares of our 9.25% Series B Cumulative Preferred
Stock preferred shares, $193.7 million, net of original issue discount, raised from the issuance of our 11.375% senior notes,
$49.7 million in connection with the VPP, $21.2 million from the settlement of our oil and natural gas hedge portfolio, net of
premiums payable, and $100 million raised from a bond exchange of our 11.375% Senior Notes due 2019 for our new Senior
Secured Notes due 2017.

The outstanding balance of our bank credit facility at the time of the offerings in February 2011 of $110 million was fully
repaid, and we completed a $50 million tender offer for a portion of our 5.00% convertible notes. The remaining proceeds
" from the offerings were used to fund the Niobrara and Bakken acreage acquisitions and other capital expenditures. On
December 12, 2011, the Company fully repaid the outstanding balance on our bank credit facility of $39.1 million and
terminated this credit agreement.

We anticipate funding approximately $97 million of cash capital expenditures in 2012 with cash on hand, positive
operating cash flow, and a partial sale of our Niobrara acreage or other potential capital market activities. The 2012 capital
expenditure budget will focus on our Bakken development plans. In the Bakken, we are currently running one rig from
Paramount Drilling U.S. LLC. Based on available liquidity, we plan to add a second rig in the Bakken during the third quarter
0f 2012. In the Niobrara for 2012, we are budgeting for participating in a Devon Energy operated well, and will continue to
evaluate our seismic work and surrounding well results from other operators.

Cash Flow—Year Ended December 31, 2011 Compared to Year Ended December 31, 2010. In 2011, we had a positive
cash flow from operating activities of $50.6 million. Our cash flow from operating activities in 2010 was $58.7 million. We
received a net $239.1 million in cash from financing activities in 2011 compared to $84.1 million in 2010. The cash flow from
financing activities in 2011 was primarily from draws on our line of credit totaling $70.5 million, which was repaid in full by
the end of 2011; $193.7 million from the issuance of our 11.0% Senior Notes due 2019, of which a substantial portion was
exchanged in December 2011 for the Senior Secured Notes; $105.3 million from the issuance of our common stock and $100.0
million related to the issuance of our Senior Secured Notes. In 2011, we repaid $50 million of the outstanding balance on our
5.00% Senior Convertible Notes due 2013 with proceeds from our common stock and Senior Notes offerings.

Cash Flow—Year Ended December 31, 2010 Compared to Year Ended December 31, 2009. In 2010, we had a positive -
cash flow from operating activities of $58.7 million. Our cash flow from operating activities in 2009 was $49.5 million. We
received a net $84.1 million in cash from financing activities in 2010 compared to 2009 amounts of $160.7 million. The cash
flow from financing activities in 2010 was primarily from draws on our line of credit totaling $92 million, sale of preferred
stock of $0.9 million and contributions from our non-controlling interest holder of $1.2 million, offset by dividend payments on
our Series B preferred stock of $4.6 million, distributions to our non-controlling interest member of $4.6 million and financing
fees of $0.9 million. The cash flow from financing activities in 2009 was primarily from the sale of common stock of $164.1
million, issuance of 4.50% convertible senior notes due 2015 of $86.3 million, and the sale of the equity interest in Endeavor
Gathering for $36.0 million, offset by a pay down of debt under our revolving bank credit facility and Senior Secured Notes
totaling $213.7 million.

Revolving Bank Credit Facility and Other Debt

Revolving Bank Credit Facility. On December 12, 2011, we fully repaid the outstanding balance on our secured
revolving bank credit facility of $39.1 million and terminated the bank credit facility in connection with the closing of the
volumetric production payment transaction. There were no amounts outstanding under any new revolving credit facilities as of
December 31, 2011. On the date of termination, we had $1.6 million in unamortized debt issue costs, which was expensed and
included in gain (loss) on extinguishment of debt.

5.00% Convertible Senior Notes Due 2013. In February 2008, we completed a $125 million private placement of 5.00%
Convertible Senior Notes due 2013 (the “5.00% Convertible Notes™). Net proceeds of approximately $121 million were used to
repay our révolving bank credit facility and other indebtedness. The 5.00% Convertible Notes are governed by an indenture,
dated as of February 15, 2008 (the “5.00% Convertible Notes Indenture”) between the Company and The Bank of New York
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Trust Company, N.A., as trustee (the “Trustee”).

The 5.00% Convertible Notes bear interest at a rate of 5.00% per year, payable semiannually in arrears on February 1 and
August 1 of each year, beginning August 1, 2008. The 5.00% Convertible Notes mature on February 1, 2013, unless earlier
converted or repurchased by us. Holders may convert their 5.00% Convertible Notes at their option prior to the close of
business on the business day immediately preceding November 1, 2012 only under the following circumstances:

*  during any fiscal quarter commencing after March 31, 2008 if the last reported sale price of our common stock for
at least 20 trading days during a period of 30 consecutive trading days ending on the last trading day of the
preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each such trading
day;

*  during the five business-day period after any five consecutive trading-day period in which the trading price per
$1,000 principal amount of 5.00% Convertible Notes for each day of that measurement period was less than 98%
of the product of the last reported sale price of our common stock and the applicable conversion rate on each such
day;

»  upon the occurrence of a corporate event pursuant to which: (1) we issue rights to all or substantially all of the
holders of our common stock entitling them to purchase, for a period expiring within 60 days after the date of the
distribution, shares of our common stock at a price below the average market price at the time, or (2) we distribute
to all or substantially all of the holders of our common stock our assets, debt securities or rights to purchase our
securities, if the distribution has a per share value in excess of 10% of the last reported sale price for our common
stock at the time; or ,

» if: (1) a “person” or “group” within the meaning of Section 13(d) of the Exchange Act acquires more than 50% of
our outstanding voting stock, (2) we consummate a recapitalization, reclassification or change of our common
stock as a result of which our common stock would be converted into or exchanged for stock, other securities,
other property or assets, (3) we consummate a share exchange, consolidation or merger pursuant to which our
common stock will be converted into cash, securities or other property, (4) we consummate any sale, lease or
other transfer in one transaction or a series of transactions of all or substantially all of our and our subsidiaries’
consolidated assets to any person other than one of our subsidiaries, (5) continuing directors cease to constitute at
least a majority of our board of directors, (6) our shareholders approve any plan or proposal for our liquidation or
dissolution, or (7) our common stock ceases to be listed on a United States national or regional securities
exchange (any of the events described in clauses (1) through (7), a “fundamental change™).

On and after November 1, 2012 until the close of business on the business day immediately preceding the maturity date,
holders may convert their 5.00% Convertible Notes at any time, regardless of the foregoing circumstances.

Upon conversion, we will satisfy our conversion obligation by paying and delivering cash for the lesser of the principal
amount or the conversion value, and, if the conversion value is in excess of the principal amount, by paying or delivering, at
our option, cash and/or shares of our common stock for such excess. The conversion value is a daily value calculated on a
proportionate basis for each day of a 60 trading-day observation period.

The conversion rate is initially 30.7692 shares of our common stock per $1,000 principal amount of 5.00% Convertible
Notes (equivalent to a conversion price of approximately $32.50 per share of common stock). The conversion rate is subject to
adjustment in some events but will not be adjusted for accrued interest. In addition, following any fundamental change that
occurs prior to the maturity date, we will increase the conversion rate for a holder who elects to convert its 5.00% Convertible ~
Notes in connection with such a fundamental change in certain circumstances. The increase in the conversion rate is determined
based on a formula that takes into consideration our stock price at the time of the fundamental change (ranging from $25.00 to
$150.00 per share) and the remaining time to maturity of the 5.00% Convertible Notes. The increase in the conversion rate
ranges from 0% to 30%, increasing as the stock price at the time of the fundamental change increases from $25.00 and
declining as the remaining time to maturity of the 5.00% Convertible Notes decreases.

We may not redeem the 5.00% Convertible Notes prior to maturity. However, if we undergo a fundamental change,
holders may require us to repurchase the 5.00% Convertible Notes in whole or in part for cash at a price equal to 100% of the
principal amount of the 5.00% Convertible Notes to be repurchased plus any accrued and unpaid interest (including additional
interest, if any) to, but excluding, the fundamental change repurchase date.

The 5.00% Convertible Notes are senior unsecured obligations of the Company and rank equally in right of payment to
all of our other existing and future senior indebtedness and our existing 4.50% Convertible Notes discussed below. The 5.00%
Convertible Notes are effectively subordinated to all our secured indebtedness, including our Senior Secured Notes, to the
extent of the value of our assets pledged as collateral for such indebtedness. The 5.00% Convertible Notes are also effectively
subordinated to all liabilities of our subsidiaries, including liabilities under any guarantees they have issued. "
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On January 28, 2011, we announced the commencement of a tender offer for up to $50 million aggregate principal
amount of the outstanding 5.00% Convertible Notes. The tender offer expired March 11, 2011 and we retired $50 million
aggregate principal amount of the 5.00% Convertible Notes.

4.50% Convertible Senior Notes Due 2015. In October 2009, we completed an $86.3 million public offering of 4.50%
convertible senior notes due 2015 (“4.50% Convertible Notes™). The proceeds of the offering were used to repay the Senior
Subordinated Secured Notes due 2012 and a portion of the outstanding indebtedness under the revolving bank credit facility.

The 4.50% Convertible Notes bear interest at a rate of 4.50% per year, payable semiannually in arrears on May 1 and
November 1 of each year, beginning May 1, 2010. The 4.50% Convertible Notes mature on May 1, 2015, unless earlier
converted or repurchased by us. Holders may convert their notes prior to the close of business on the business day immediately
preceding February 1, 2015, only under the following circumstances:

*  during any fiscal quarter commencing after January 1, 2010, if the last reported sale price of our common stock
for at least 20 trading days during a period of 30 consecutive trading days ending on the last trading day of the
preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each such trading
day;

*  during the five business-day period after any five consecutive trading-day period in which the trading price per
$1,000 principal amount of 4.50% Convertible Notes for each day of such five consecutive trading-day period
was less than 98% of the product of the last reported sale price of our common stock and the applicable
conversion rate on each such day;

* upon the occurrence of a corporate event pursuant to which: (1) we issue rights to all or substantially all of the
holders of our common stock entitling themn to purchase, for a period of not more than 60 calendar days after the
announcement date of such issuance to subscribe for or purchase, shares of our common stock at a price per share
less than the average of the last reported sale prices of our common stock for the 10 consecutive trading day
period ending on the trading day immediately preceding the date of announcement of such issuance; (2) we
distribute to all or substantially all of the holders of our common stock our assets, debt securities or rights to
purchase our securities, if the distribution has a per share value in excess of 10% of the last reported sale price for
our common stock on the trading day immediately preceding the date of announcement of such distribution; or
(3) we are a party to a consolidation, merger, binding share exchange, or transfer or lease of all or substantially all
of our assets, pursuant to which our common stock would be converted into cash, securities or other assets;

» ifi (1) a “person” or “group” within the meaning of Section 13(d) of the Exchange Act acquires more than 50% of
our outstanding voting stock, (2) we consummate a recapitalization, reclassification or change of our common
stock as a result of which our common stock would be converted into or exchanged for stock, other securities,
other property or assets, less than 90% of which received by our common shareholders consists of publicly traded
securities, (3) we consummate a share exchange, consolidation or merger pursuant to which our common stock
will be converted into cash, securities or other property, (4) we consummate any sale, lease or other transfer in
one transaction or a series of transactions of all or substantially all of our and our subsidiaries’ consolidated assets
to any person other than one of our subsidiaries, (5) continuing directors cease to constitute at least a majority of
our board of directors, (6) our shareholders approve any plan or proposal for our liquidation or dissolution, or
(7) our common stock ceases to be listed on any of The New York Stock Exchange, The NASDAQ Global Select
Market or The NASDAQ Global Market; or

+ if we call the 4.50% Convertible Notes for redemption, at any time prior to the close of business on the business
day prior to the redemption date (any of the events described in the fourth and fifth bullets above, a “make-whole
fundamental change”).

On and after February 1, 2015 until the close of business on the business day immediately preceding the maturity date,
holders may convert their 4.50% Convertible Notes, in multiples of $1,000 principal amount, at the option of the holder
regardless of the foregoing circumstances.

Upon conversion, we will satisfy our conversion obligation by paying or delivering cash, shares of our common stock or
a combination of cash and shares of our common stock, at our election. The conversion rate is initially 53.3333 shares of our
common stock per $1,000 principal amount of 4.50% Convertible Notes (equivalent to a conversion price of approximately -
$18.75 per share of our common stock). The conversion rate is subject to adjustment in some events but will not be adjusted for
accrued and unpaid interest. In addition, following any make-whole fundamental change that occurs prior to the maturity date,
we will increase the conversion rate for a holder who elects to convert its 4.50% Convertible Notes in connection with such a
make-whole fundamental change in certain circumstances. The increase in the conversion rate is determined based on a formula
that takes into consideration our stock price at the time of the make-whole fundamental change (ranging from $15.00 to
$100.00 per share) and the remaining time to maturity of the 4.50% Convertible Notes. The increase in the conversion rate
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declines from a high of 25.0% to 0.0% as the stock price at the time of the make-whole fundamental change increases from
$15.00 and the remaining time to maturity of the 4.50% Convertible Notes decreases.

On or after November 1, 2012, and prior to the maturity date, we may redeem for cash all, but not less than all, of the
4.50% Convertible Notes if the last reported sales price of our common stock equals or exceeds 130% of the conversion price
then in effect for 20 or more trading days in a period of 30 consecutive trading days ending on the trading day immediately
prior to the date of the redemption notice. The redemption price will equal 100% of the principal amount of the 4.50%
Convertible Notes to be redeemed plus any accrued and unpaid interest, including any additional interest, to, but excluding, the
redemption date. To the extent a holder converts its 4.50% Convertible Notes in connection with our redemption notice, we will
increase the conversion rate as described in the preceding paragraph.

The 4.50% Convertible Notes are senior, unsecured obligations of the Company and rank equally in right of payment
with our unsecured debt and our existing 5.00% Convertible Notes, and are senior in right of payment to our debt that is
expressly subordinated to the 4.50% Convertible Notes, if any. The 4.50% Convertible Notes are structurally subordinated to
all debt and other liabilities and commitments of our subsidjaries, including our subsidiaries’ guarantees of our indebtedness
under our Senior Secured Notes, and are effectively junior to our secured debt to the extent of the assets securing such debt.

Senior Notes. On February 9, 2011, we successfully completed the issuance and sale of $200,000,000 aggregate principal
amount of 11.375% Senior Notes due 2019 (the “Senior Notes”). In December 2011, 99% of the Senior Notes were converted
to our Senior Secured Notes due 2017, which resulted in $1,970,000 of Senior Notes outstanding as of December 31, 2011. All
covenants were terminated upon the conversion.

Senior Secured Notes due 2017. On December. 19, 2011, the Company executed an Indenture among the Company, the
guarantors party thereto and U.S. Bank National Association, as trustee. As a result, the Company issued $283,475,000
aggregate principal amount of Senior Secured Notes due 2017 (“Senior Secured Notes”) pursuant to the indenture governing
the Senior Secured Notes (the “Senior Secured Notes Indenture™). The Senior Secured Notes are fully and unconditionally
guaranteed (the “Guarantees”), jointly and severally, on a senior secured basis by each of the Company's existing and future
domestic restricted subsidiaries (the “Guarantors™). All of the Company's existing subsidiaries other than Endeavor Gathering,
LLC are domestic restricted subsidiaries and Guarantors.

Under the terms of the Senior Secured Notes Indenture, interest on the Senior Secured Notes will:

» accrue from the date of issuance of the Senior Secured Notes or, if interest has already been paid, from the
most recent interest payment date;

+ unless the Company elects to pay a portion of the interest in the form of additional notes (a “PIK Election”)
with respect to an interest period, accrue for such interest period at the rate of 11.0% per annum, payable in cash, in
arrears;

« if the Company makes a PIK Election with respect to an interest period, accrue for such interest period at the
rate of 13.0% per annum in the aggregate, of which (i) 9.0% per annum shall be payable in cash, in arrears, and (ii)
" 4.0% per annum shall be payable in the form of additional notes (in minimum denominations of $1,000 and integral
multiples thereof, with any fractional additional notes being paid in cash), in arrears;

+ be payable on each June 1 and December 1, commencing June 1, 2012, to holders of record of the Senior
Secured Notes as of the May 15 and November 15 immediately preceding the relevant interest payment date; and

» be computed on the basis of a 360-day year comprised of twelve 30-day months.

The Senior Secured Notes will mature on December 1, 2017 and will be secured by first-priority perfected liens on
substantially all right, title and interest in or to substantially all of the assets and properties owned or acquired by the Company
and the Guarantors (the “Collateral”) The Collateral obligations are governed by, among other security documents, the Security
Agreements.

The Senior Secured Notes are senior obligations of the Company and are secured by a first-priority perfected note lien on
the Collateral (subject to certain permitted liens). The Senior Secured Notes rank senior in right of payment to all existing and
future obligations of the Company that are expressly subordinated in right of payment to the Senior Secured Notes. The Senior
Secured Notes rank pari passu to all unsubordinated obligations of the Company (though they will be effectively senior to any
such obligations to the extent of the value of the collateral securing the obligations under the Senior Secured Notes). The Senior
Secured Notes are effectively subordinated to all obligations of the Company that are subject to certain permitted liens
(including, without limitation, certain letter of credit facilities and hedging obligations) ranking higher than the Senior Secured
Notes to the extent of the value of the collateral securing such obligations or that are subject to a permitted lien that causes the
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assets subject to such lien to be excluded from the collateral. The Senior Secured Notes are also effectively subordinated to all
obligations of any of Subsidiaries of the Company that do not guarantee the Senior Secured Notes.

The Senior Secured Notes Indenture restricts, among other things, the Company’s and its restricted subsidiaries” ability
to:

* incur or guarantee additional indébtedness or issue certain preferred stock;
 pay dividends or make other distributions;
* issue capital stock of our restricted subsidiaries;
« transfer or sell assets, including the capital stock of our restricted subsidiaries;
* make certain investments or acquisitions;
* grant liens on our assets;
* incur dividend or other payment restrictions affecting our restricted subsidiaries;
< enter into certain transactions with affiliates; and
* merge, consolidate or transfer all or substantially all of our assets.
The covenants are subject to important exceptions and qualifications.

If an event of default on the Senior Secured Notes has occurred and is continuing, the aggregate principal amount of the
Senior Secured Notes, plus any accrued and unpaid interest and redemption premium, may be declared immediately due and
payabile at the trustee’s discretion or upon request of at least 25% in principal amount of the outstanding Senior Secured Notes.
These amounts automatically become due and payable upon the occurrence of certain bankruptcy events.

- The Company may redeem any of the Senior Secured Notes, in whole or in part, at any time on or after December 1,
2014. Upon any such optional redemption, the Company will pay a redemption price equal to the following redemption prices
(expressed as a percentage of principal amount of the Senior Secured Notes), plus accrued and unpaid interest on the Senior
Secured Notes, if any, to, but not including, the applicable redemption date (subject to the right of holders of record on the
relevant record date to receive interest due on the relevant interest payment date), if redeemed during the twelve-month period
beginning on December 1 of the years indicated below:

Year Percentage

2014 s 105.500 %
0I5 et ene 102.750 %

2016 and therCafter.............ooviiiviiiiieiiiciee e br e re s eab s seae s essseasbaesnns 100.000 %

The Company will give not less than 30 nor more than 60 days notice of any such redemption.

At any time prior to December 1, 2014 the Company may, at its option, on any one or more occasions redeem up to 35%
of the aggregate principal amount of the Senior Secured Notes (including Additional Notes but without duplication for
exchange notes) originally issued under the Senior Secured Notes Indenture with the net cash proceeds of one or more equity
offerings at a redemption price of 111.0% of the aggregate principal amount thereof, plus accrued and unpaid interest, if any,
additional interest, if any, to, but not including, the redemption date (subject to the right of holders of record on the relevant
record date to receive interest due on the relevant interest payment date); provided that (1) at least 65% of the original principal
amount of the Senior Secured Notes originally issued under the Senior Secured Notes Indenture (including Additional Notes
but without duplication for exchange notes) remains outstanding after each such redemption; and (2) the redemption occurs
within 90 days after the closing of the related Equity Offering.

In addition, the Senior Secured Notes may be redeemed, in whole or in part, at any time prior to December 1, 2014 at the
option of the Company upon not less than 30 nor more than 60 days’ prior notice mailed by first-class mail to each holder of
Notes at its registered address, at a redemption price equal to 100% of the principal amount of the Notes redeemed, plus an
“Applicable Premium” as of, and accrued and unpaid interest to, but not including, the applicable redemption date (subject to
the right of holders of record on the relevant record date to receive interest due on the relevant interest payment date). -
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If a Change of Control (as defined in the Senior Secured Notes Indenture) occurs, we must offer to repurchase the Senior
Secured Notes at 101% of their principal amount, plus accrued and unpaid interest.

In addition, in connection with certain Asset Dispositions (as defined in the Senior Secured Notes Indenture), we must
offer to repurchase the Senior Secured Notes with the proceeds of such Asset Dispositions within 30 days.

Share Lending Agreement

In February 2008, in connection with the offer and sale of the 5.00% Convertible Notes, we entered into a share lending
agreement (the “Share Lending Agreement”) with an affiliate of Jefferies & Company, Inc. (the “share borrower”) and
Jefferies & Company, Inc., as collateral agent for the Company. Under this agreement, we loaned to the share borrower up to
the maximum number of shares of our common stock underlying the 5.00% Convertible Notes during a specified loan
availability period. This maximum number of shares was initially 3,846,150 shares. We will receive a loan fee of $0.001 per
share for each share of our common stock that we loan to the share borrower, payable at the time such shares are borrowed. The
share borrower may borrow and re-borrow up to-the maximum number of shares of our common stock during the loan
availability period. In September 2011, 275,625 shares were returned to us. As of December 31, 2011, 2,364,375 shares of our
common stock were subject to outstanding loans to the share borrower.

The share borrower’s obligations under the Share Lending Agreement are unconditionally guaranteed by Jefferies Group,
Inc., the ultimate parent company of the share borrower and Jefferies & Company, Inc. (the “guarantor”™). If the guarantor
receives a rating downgrade for its long term unsecured and unsubordinated debt below a specified level by both Standard &
Poor’s Ratings Services and Moody’s Investors Service, Inc. (or any substitute rating agency mutually agreed upon by the
Company and the share borrower), or by either of such rating agencies in certain circumstances, the share borrower has agreed
to post and maintain with Jefferies & Company, Inc., acting as collateral agent for the Company, collateral in the form of cash,
government securities, certificates of deposit, high-grade commercial paper of U.S. issuers, letters of credit or money market
shares with a market value at least equal to 100% of the market value of the shares of our common stock borrowed by the share
borrower as security for the share borrower’s obligation to return the borrowed shares to the Company pursuant to the Share
Lending Agreement.

The loan availability period under the Share Lending Agreement commenced on the date of the Share Lending
Agreement and will continue until the date that any of the following occurs:

+  we notify the share borrower in writing of our intention to terminate the Share Lending Agreement at any time
after the entire principal amount of the 5.00% Convertible Notes ceases to be outstanding as a result of
conversion, repurchase, at maturity or otherwise;

» we and the share borrower agree to terminate the Share Lending Agreement;

* we elect to terminate all of the outstanding loans upon a default by the share borrower under the Share Lending
Agreement or by the guarantor under its guarantee, including a breach by the share borrower of any of its
obligations or a breach in any material respect of any of the representations or covenants under the Share Lending
Agreement or a breach by the guarantor of the guarantee, or the bankruptcy of the share borrower or the
guarantor; or

+  the share borrower elects to terminate all outstanding loans upon the bankruptcy of the Company.

Any shares we loan to the share borrower will be issued and outstanding for corporate law purposes, and accordingly, the
holders of the borrowed shares will have all of the rights of a holder of a share of our outstanding common stock, including the
right to vote the shares on all matters submitted to a vote of the Company’s shareholders and the right to receive any dividends
or other distributions that we may pay or make on our outstanding shares of common stock. However, under the Share Lending
Agreement, the share borrower has agreed:

*  not to vote any shares of the Company’s common stock it has borrowed to the extent it owns such borrowed
shares; and

*  to pay to us an amount equal to any cash dividends that we pay on the borrowed shares.

Under U.S. generally acceptéd accounting principles currently in effect, the borrowed shares will not be considered
outstanding for the purpose of computing and reporting our earnings per share.

Common and Preferred Stock Offerings

In February 2011, the Company completed an offering of 21,075,000 shares of its common stock at a price of $4.75 per
share. The net proceeds to the Company were $93.6 million after discounts and underwriters' fees. In March 2011, the
underwriters exercised the over-allotment option granted in connection with the February 2011 offering and purchased an
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additional 1,098,518 shares of common stock, which increased the net proceeds to the Company by $4.9 million after discounts
and underwriters' fees. We used the net proceeds, together with proceeds from a concurrent private placement of the 11.375%
Senior Notes, to fund an offer to purchase up to $50.0 million of our 5.00% convertible notes, repay the then outstanding
balance under its secured revolving credit facility, fund the cash portion of the purchase price of the acquisitions described in
“Item 1. Business,” fund our exploration and development program and for other general corporate purposes.

In February 2011 and April 2011, we issued 2,268,971 and 3,542,091shares, respectively, of our common stock in
connection with the Bakken acquisition described in Note A to our consolidated financial statements.

On December 19, 2011, the Company issued 3,877,254 shares of the Company's common stock pursuant to support
agreements with each of the supporting holders in connection with the consummation of an exchange offer and consent
solicitation for the Company's outstanding $200,000,000 11.375% Senior Notes, pursuant to which holders of 11.375% Senior
Notes tendering in the exchange offer received new Senior Secured Notes.

During the year ended December 31, 2011, we received $25.8 million related to the issuance of 1,135,565 shares of its
9.25% Series B Cumulative Preferred Stock in ongoing at-the-market sales by the Company.

Working Capital
At December 31, 2011, we had working capital of $86.9 million. _

Contractual Obligations
The following table reflects the Company’s contractual obligations as of December 31, 2011:

. Payments Due by Period
Less than More than
Total 1 year 1-3 years 3-5 years 5 years
) (in thousands)

Long-term debt........c.ccceerevrurunnanen $ 444445 § — $ 72,750 $ 86,250 § 285,445
Interest on long-term debt.............. 202,969 38,925 70,878 64,106 29,060
Operating leases........c.ccecveeererenne. 5,069 1,632 1,838 1,504 95
Drilling contracts .........cceeveeeevennann. 14,903 13,797 1,106 — —
Transportation agreements............. 46,852 6,190 12,323 11,336 17,003
Asset retirement obligations .......... 7,726 360 644 31 6,691
75% PVOG financing™ ................. 1,294 26 95 37 1,136
Total...cccovvvevirrrecriineens R $ 723,258 § 60,930 $ 159,634 § 163,264 $ 339,430

® PVOG financing is payable out of 75% of revenues from the wells financed and repayment is based on estimated

production which may vary from actual.

) Other than obligations under the 5.00% Convertible Notes, the 4.50% Convertible Notes, the Senior Notes due 2019, the

Senior Secured Notes, and the PVOG financing and operating leases, our commitments relate to capital expenditures for
development of oil and natural gas properties. We will not enter into drilling or development commitments until such time as a
source of funding for such commitments is known to be available, either through financing proceeds, internal cash flow or
working capital.

Off-Balance Sheet Arrangements

We do not currently utilize any off-balance sheet arrangements to enhance our liquidity and capital resources position or
for any other purpose.

Critical Accounting Policies

The preparation of the consolidated financial statements requires us to make a number of estimates and assumptions
relating to the reported amounts of assets and liabilities and the disclosures of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the period. When alternatives exist
among various accounting methods, the choice of accounting method can have a significant impact on reported amounts. The
following is a discussion of our accounting estimates and judgments which management believes are most significant in its
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application of generally accepted accounting principles used in the preparation of the consolidated financial statements.

Full Cost Method of Accounting

The accounting for our business is subject to special accounting rules that are unique to the oil and natural gas industry.
There are two allowable methods of accounting for oil and natural gas business activities: the successful efforts method and the
full cost method. We follow the full cost method of accounting under which all costs associated with property acquisition,
exploration and development activities are capitalized. We also capitalize internal costs that can be directly identified with our
acquisition, exploration and development activities and do not include any costs related to production, general corporate
overhead or similar activities. Under the successful efforts method, geological and geophysical costs and costs of carrying and
retaining undeveloped properties are charged to expense as incurred. Costs of drilling exploratory wells that do not result in
proved reserves are charged to expense. Depreciation, depletion, amortization and impairment of oil and natural gas properties
are generally calculated on a well by well or lease or field basis versus the aggregated “full cost” pool basis. Depreciation,
depletion and amortization of oil and gas properties (“DD&A”) are provided using the units-of-production method based on
estimates of proved oil and gas reserves and production, which are converted to a common unit of measure based upon their
relative energy content. The Company’s cost basis for depletion includes estimated future development costs to be incurred on
proved undeveloped properties. Additionally, gain or loss is generally recognized on all sales of oil and natural gas properties
under the successful efforts method. As a result, our financial statements will differ from companies that apply the successful
efforts method since we will generally reflect a higher level of capitalized costs as well as a higher oil and natural gas
depreciation, depletion and amortization rate, although this difference could change in periods of lower price environments that
result in write-downs of our costs as described below.

The full cost method subjects companies to quarterly calculations of a “ceiling,” or limitation on the amount of costs that
can be capitalized on the balance sheet. If our capitalized costs are in excess of the calculated ceiling, the excess must be
written off as an expense. Our discounted present value of estimated future net revenues (adjusted for cash flow hedges) from
our proved oil and natural gas reserves is a major component of the ceiling calculation, and represents the component that
requires the most subjective judgments. Estimates of reserves are forecasts based on engineering data, projected future rates of
production and the timing of future expenditures. The process of estimating oil and natural gas reserves requires substantial
judgment, resulting in imprecise determinations, particularly for new discoveries.

The passage of time provides more qualitative information regarding estimates of reserves, and revisions are made to
prior estimates to reflect updated information. Annual performance revisions have occurred over the past years, which have
both increased and decreased in individual years. There can be no assurance that more significant revisions will not be
necessary in the future. If future significant revisions are necessary that reduce previously estimated reserve quantities, it could
result in a write-down of our capitalized costs. In addition to the impact of the estimates of proved reserves on the calculation
of the ceiling, estimates of proved reserves are also a significant component of the calculation of the full cost pool,
depreciation, depletion and amortization.

The estimates of proved undeveloped reserve quantities and values are based on estimated future drilling which assumes
that we will have the financing available to fund the estimated drilling costs. If we do not have such financing available at the
time projected, the estimates of proved undeveloped reserve quantities and values will change.

While the quantities of proved reserves require substantial judgment, the associated prices of oil and natural gas reserves
that are included in the discounted present value of the reserves do not require judgment. The ceiling calculation dictates that
prices used in the determination of future net revenues represent the average of the first day of the month price for the 12-
month period prior to the end of the quarterly period. Therefore, the future net revenues associated with the estimated proved
reserves are not based on our assessment of future prices, but rather are based on prices in effect 12 months prior to each
quarter when the ceiling calculation is performed. Such prices are utilized except where different prices are fixed and
determinable from applicable contracts for the remaining term of those contracts, including the effects of derivatives qualifying
as cash flow hedges. There were no cash flow hedges that impacted the ceiling test for 2011. Based on the average first-day-
of-the-month prices for natural gas and oil during the 12-months of 2010 and 2009, cash flow hedges increased the full-cost
ceiling by $52.3 million and $69.7 million as of December 31, 2010 and 2009, respectively, thereby reducing the ceiling test
write-down by the same amount.

Because prices are held constant indefinitely, the resulting value is not indicative of the true fair value of the reserves. Oil
and natural gas prices have historically been cyclical and can be either substantially higher or lower than various industry long-
term price forecasts. Therefore, oil and natural gas property write-downs that result from applying the full cost ceiling
limitation rules, and that are caused by fluctuations in price as opposed to reductions in the underlying quantities of reserves,
should not be viewed as absolute indicators of a reduction of the ultimate value of the related reserves.

Capitalized costs are amortized on a composite unit-of-production method based on proved oil and natural gas reserves.
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Depreciation, depletion and amortization expense is also based on the amount of estimated reserves. If we maintain the same
level of production year over year, the depreciation, depletion and amortization expense may be significantly different if our
estimate of remaining reserves changes significantly.

Because of the volatile nature of crude oil and natural gas prices, it is not possible to predict the timing or magnitude of
full cost writedowns.

Asset Retirement Obligations

Our asset retirement obligations (“ARQO”) consist primarily of estimated costs of dismantlement, removal, site
reclamation and similar activities associated with our oil and natural gas properties. We recognize the discounted fair value of a
liability for an ARO in the period in which it is incurred with the associated asset retirement cost capitalized as part of the
carrying cost of the oil and natural gas asset. The recognition of an ARO requires that management make numerous estimates,
assumptions and judgments regarding such factors as the existence of a legal obligation for an ARO; estimated probabilities,
amounts and timing of settlements; the credit-adjusted risk-free rate to be used; inflation rates; and future advances in
technology. In periods subsequent to initial measurement of the ARO, the Company must recognize period-to-period changes in
the liability resulting from the passage of time and revisions to either the timing or the amount of the original estimate of
undiscounted cash flows. The related accretion of the liability is charged as an expense on the consolidated statement of
operations.

-

Income Taxes

As part of the process of preparing the consolidated financial statements, we are required to estimate the federal and state
income taxes in each of the jurisdictions in which we operate. This process involves estimating the actual current tax exposure
together with assessing temporary differences resulting from differing treatment of items, such as derivative instruments,
depreciation, depletion and amortization, and certain accrued liabilities for tax and accounting purposes. These differences and
the net operating loss carryforwards result in deferred tax assets and liabilities, which are included in our consolidated balance
sheet. We must then assess, using all available positive and negative evidence, the likelihood that it is more likely than not that
the deferred tax assets will be recovered from future taxable income. If we believe that it is reasonable that the deferred tax
assets will not be recovered in the future, we must establish a valuation allowance. Generally, to the extent we establish a
valuation allowance or increase or decrease this allowance in a period, we must include an expense or reduction of expense -
within the tax provisions in the consolidated statement of operations.

Derivative Instruments

We recognize derivative instruments at fair value. Upon entering into a derivative contract, we may designate the
derivative as either a fair value hedge or a cash flow hedge, or decide that the contract is not a hedge, and thenceforth, mark the
contract to market through earnings. We document the relationship between the derivative instrument designated as a hedge and
the hedged items, as well as our objective for risk management and strategy for use of the hedging instrument to manage the
risk. Derivative instruments designated as cash flow hedges are linked to specific forecasted transactions. We assess at
inception, and on an ongoing basis, whether a derivative instrument used as a hedge is highly effective in offsetting changes in
the fair value or cash flows of the hedged item. A derivative that is not a highly effective hedge does not qualify for hedge
accounting.

Changes in fair value of a qualifying cash flow hedge are recorded in accumulated other comprehensive income, until
earnings are affected by the cash flows of the hedged item. When the cash flow of the hedged item is recognized in the
statement of operations, the fair value of the associated cash flow hedge is reclassified from accumulated other comprehensive
income into earnings as a component of oil and gas sales. Ineffective portions of a cash flow hedge are recognized currently as
a component of oil and gas sales. The changes in fair value of derivative instruments not qualifying or not designated as hedges
are reported currently in the consolidated statement of operations as gains (losses) on derivatives, a component of non-
operating income (expense). If a derivative instrument no longer qualifies as a cash flow hedge, hedge accounting is
discontinued and the gain or loss that was recorded in accumulated other comprehensive income is recognized over the period
anticipated in the original hedge transaction.

Oil and Gas Revenues

Oil and natural gas revenues are recognized when sold to a purchaser at a fixed or determinable price, when delivery has
occurred and title has transferred, and if collectability of the revenue is probable. Delivery occurs and title is transferred when
production has been delivered to a purchaser’s pipeline or truck. As a result of the numerous requirements necessary to gather
information from purchasers or various measurement locations, calculate volumes produced, perform field and wellhead
allocations and distribute and disburse funds to various working interest partners and royalty owners, the collection of revenues
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from oil and gas production may take up to 60 days following the month of production. Therefore, we make accruals for
revenues and accounts receivable based on estimates of our share of production, particularly from properties that are operated
by others. Since the settlement process may take 30 to 60 days following the month of actual production, our financial results
include estimates of production and revenues for the related time period. We record any differences, which we do not expect to
be significant, between the actual amounts ultimately received and the original estimates in the period they become finalized.

During the course of normal operations, the Company and other joint interest owners of natural gas reservoirs will take
more or less than their respective ownership share of the natural gas volumes produced. These volumetric imbalances are
monitored over the lives of the wells’ production capability. If an imbalance exists at the time the wells’ reserves are depleted,
cash settlements are made among the joint interest owners under a variety of arrangements. The Company follows the sales
method of accounting for gas imbalances. A liability is recorded when the Company’s excess takes of natural gas volumes
exceed its estimated remaining recoverable reserves. No receivables are recorded for those wells where the Company has taken
less than its ownership share of gas production. There are no significant imbalances as of December 31, 2011, 2010 or 2009.

Other

See Note A—Nature of Operations and Summary of Significant Accounting Policies, to the Consolidated Fmanc1a1
Statements for information related to other accounting and reporting policies.

Recently Issued Accounting Pronouncements

See Note A—Nature of Operations and Summary of Significant Accounting Pohcles to the Consolidated Financial
Statements for a discussion of recently issued accounting pronouncements.

Price Risk Management
See Item 7A—Quantitative and Qualitative Disclosures About Market Risk.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.
Commadity Price Risk

We are subject to price fluctuations of natural gas and crude oil. Prices received for natural gas and crude oil sold on the
spot market are volatile due to factors beyond our control. Reductions in crude oil and natural gas prices could have a material
adverse effect on our financial position, results of operations, capital expenditures and quantities of reserves recoverable on an
economic basis. Any reduction in reserves, including reductions due to lower prices, can adversely affect our liquidity and our
ability to obtain capital for our acquisition and development activities.

To mitigate a portion of our exposure to fluctuations in commodity prices, we enter into financial price risk management
activities with respect to a portion of projected crude oil and natural gas production through financial price commodity swaps,
collars and put spreads. We monetized our natural gas hedges in December 2011, which provided to us approximately $18.5
million in net cash proceeds excluding fees and commissions.

We had no oil or natural gas derivative contracts in place as of December 31, 2011.

Interest Rate Risk

We terminated our revolving bank credit facility during December 2011, and currently have no indebtedness for
borrowed money based on a floating interest rate.

Our $73 million of 5.00% Convertible Notes, $86 million of 4.50% Convertible Notes, '$1,9 million of Senior Notes have
fixed interest rates, and our $283.5 million of Senior Secured Notes have an interest rate fixed at either 11.0% per annum or the
effective rate applicable to a PIK Election.

Item 8. Financial Statements and Supplementary Data.

Our consolidated financial statements are presented beginning on page F-1 found at the end of this report.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

None.
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Item 9A. Controls and Procedures.
Controls and Procedures

Our principal executive officer and principal financial officer have reviewed and evaluated the effectiveness of our
disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e)) as of December 31, 2011. Disclosure controls
and procedures include, without limitation, controls and procedures designed to provide us with reasonable assurance that
information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms and is accumulated and communicated
to our management, including our principal executive officer and principal financial officer, or persons performing similar
functions, as appropriate to allow timely decisions regarding required disclosures. A control system, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met.
Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must
be considered relative to their costs. Our disclosure controls and procedures are designed to provide us with reasonable
assurance of achieving their objective. Based on that evaluation and what is described below in Management s Annual Report
on Internal Control over Financial Reporting, our principal executive officer and principal financial officer have concluded
that our disclosure controls and procedures were effective as of December 31, 2011.

Changes in Internal Control Over Financial Reporting

During the fourth quarter of 2011, no change occurred in our internal control over financial reporting that materially
affected, or is likely to materially affect, our internal control over financial reporting.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Our system of internal control over financial reporting is designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. Our internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of our assets; (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that
our receipts and expenditures are being made only in accordance with authorizations of our management and directors; and
(iif) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
our assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In order to evaluate the effectiveness of internal control over financial reporting, as required by Section 404 of the
Sarbanes-Oxley Act, our management, including our principal executive officer and principal financial officer, conducted an
assessment, including testing, using the criteria in Internal Control—Integrated Framework, issued by the Committee of
Sponsoring Organizations of the Treadway Commission (“COSO”). -

Based on our evaluation under the framework in Internal Control — Integrated Framework, we have concluded that our
internal control over financial reporting was effective as of December 31, 2011.

Grant Thornton LLP, our independent registered public accounting firm, audited the Company’s internal control over
financial reporting and, based on that audit, issued their report that follows.

/s/ Ken L. Kenworthy, Jr.

Ken L. Kenworthy, Jr.
Chief Executive Officer

/s/ James A. Merrill

James A. Merrill
Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
GMX Resources Inc.

We have audited GMX Resources Inc. (a Oklahoma Corporation) and subsidiaries' (collectively, the “Company) internal
control over financial reporting as of December 31, 2011, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company's
management is responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management's Annual Report on
Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, GMX Resources Inc. and subsidiaries maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2011, based on criteria established in Internal Control-Integrated Framework issued
by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of GMX Resources Inc. and subsidiaries as of December 31, 2011 and 2010, and the related
consolidated statements of operations, comprehensive income (loss), changes in equity and cash flows for each of the three
years in the period ended December 31, 2011 and our report dated March 9, 2012 expressed an unqualified opinion.

/s/ GRANT THORNTON LLP

Oklahoma City, Oklahoma
March 9, 2012
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Certifications

Our chief executive and chief financial officers have completed the certifications required to be filed as an Exhibit to this -
Report (See Exhibits 31.1 and 31.2) relating to the design of our disclosure controls and procedures and the design of our
internal control over financial reporting.

Item 9B. Other Information.

None.
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PART III

In accordance with the provisions of General Instruction G(3), the information required by Items 10 through 14 of Part III
of this Form 10-K is incorporated herein by reference to the Company’s definitive Proxy Statement for the 2012 Annual
Meeting of Shareholders to be filed by the Company pursuant to Regulation 14A of the General Rules and Regulation under the
Exchange Act prior to April 30, 2012. :

Code of Business Conduct and Ethical Practices

We have adopted a Code of Business Conduct and Ethics. The Code of Business Conduct and Ethics is applicable to all
employees and directors, including our principal executive officer, principal financial officer, principal accounting officer and
persons performing similar functions. The Company has also adopted Corporate Governance Guidelines that apply to all
directors. A copy of the Code of Business Conduct and Ethics and the Corporate Governance Guidelines, as well as the charters
for the Audit, Compensation and Nominating/Corporate Governance Committees, are available under “Corporate Governance”
at the Company’s web site, www.gmxresources.com. Copies of the Code of Business Conduct and Ethics may also be obtained
free of charge on our website or by requesting a copy in writing from our Corporate Secretary at 9400 North Broadway,

Suite 600, Oklahoma City, Oklahoma 73114. Any waivers of the Code of Business Conduct and Ethics must be approved by
our board of directors (or a designated board committee). The Company intends to disclose amendments to, or waivers from, its
Code of Business Conduct and Ethics and its Corporate Governance Guidelines by posting to its web site noted above.
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PART IV

Item 15. Exhibits and
Financial Statement
Schedules.
The following documents are filed as part of this report.

Financial Statements: See Index to Consolidated Financial Statements and Consolidated Financial Statement Schedule set forth -
on page F-1 of this report.

 Exhibits: For a list of documents filed as exhibits to this report, see the Exhibit Index immediately preceding the Exhibits filed
with this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

GMX RESOURCES INC.

Dated: March 9, 2012 By: /s/  JAMES A. MERRILL

James A. Merrill, Chief Financial Officer

Pursuant to the requirement of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signatures Title Date
/s/ KENL.KENWORTHY, JR.  Chief Executive Officer and Director (Principal Executive Officer) March 9, 2012
Ken L. Kenworthy, Jr.

/s/  JAMES A. MERRILL Chief Financial Officer (Principal Financial and Accounting Officer) March 9, 2012
James A. Merrill

/s/ T.J. BOISMIER Director March 9, 2012

T. J. Boismier v
/s/  STEVEN CRAIG Director March 9, 2012
Steven Craig
/s/ KEN L. KENWORTHY, SR.  Director March 9, 2012
Ken L. Kenworthy, Sr.

/s/  JoN W. MCHUGH Director March 9, 2012
Jon W. McHugh

/s/ MICHAEL G. COOK Director March 9, 2012
Michael G. Cook

/s/ THOMAS G. CASSO Director March 9, 2012
Thomas G. Casso

/s/  J.David Lucke Director March 9, 2012

J. David Lucke

/s/  Michael Rohleder Director March 9, 2012

Michael Rohleder
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
GMX Resources Inc.

We have audited the accompanying consolidated balance sheets of GMX Resources Inc. (an Oklahoma corporation) and
subsidiaries (collectively, the “Company”) as of December 31, 2011 and 2010, and the related consolidated statements of
operations, comprehensive income (loss), changes in equity and cash flows for each of the three years in the period ended
December 31, 2011. These financial statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of GMX Resources Inc. and subsidiaries as of December 31, 2011 and 2010, and the results of its operations and
its cash flows for each of the three years in the period ended December 31, 2011, in conformity with accounting principles
generally accepted in the United States of America.

As discussed in Note A to the consolidated financial statements, the Company changed its method of estimating oil and gas
reserves and related disclosures in 2009.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the Company's internal control over financial reporting as of December 31, 2011, based on criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO)
and our report dated March 9, 2012 expressed an unqualified opinion.

/s/ GRANT THORNTON LLP

Oklahoma City, Oklahoma
March 9, 2012
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GMX Resources Inc. and Subsidiaries
Consolidated Balance Sheets
(dollars in thousands, except share data)

ASSETS
CURRENT ASSETS:

Cash and cash eqUIVAIENLS ..........ccceereeiercrriireeeiicitcnnte et e se s s s seses
RESHICLEA CASN...eivvverieeieeceieiieeeeseeteere et re e s e sssesaseeeessesonesass s e ssssneabs e snssssssassnsasses
Accounts receivable—INtEIESt OWIETS .....ccveciieeiueereerereeesesercoresosssesssessssnsssssssssnssssssssssons
Accounts receivable—oil and natural gas revenues, NEt.......ccocverrevinnicriinienenesencnnies
DErivative INSHIUMENLS........cceireirrerreereereeeesseeseseessessesesessssesssssstessessnessesssesssassasssassaoses
TIIVEILOTIES ..vvvesirieeeuerieeecteerseecrresresesaessseasseesonesesaeeesnesssasonsasssstnssssssssnsasssasssneansnessssessensss
Prepaid expenses and dePoSits........couviiiriininiersieesiniinss ettt naes
ASSEtS held fOT SALE......uoiueieeriieeieeee ettt sb et e s e s aesa e nene
TOLAl CUITENLE ASSELS ..vveeveererreerersreerresessesessenssmeerseossesstessemssnsssessnesssessesssassasss

OIL AND NATURAL GAS PROPERTIES, BASED ON THE FULL COST METHOD
Properties being amortized ... ..coeueceeereriiniiiniiiinicriireete ettt esees .
_Properties not subject t0 amortization ..........cceveiierereiniennene i enesens
Less accumulated depreciation, depletion, and impairment.............coicveriininiieneserinsnneie

CURRENT LIABILITIES: _ ‘
ACCOUNLS PAYADIE. .....ovnieiireriirrrieeneeeneiererssresesistcee sttt s sesse e s ae b sbebe e sasansasasasassas
ACCIUEA EXPEIISES ...veeveviriererrenerreererereeseseeseseseesreseseensssersosasssssesasaessesssnessasassessssansssessasasses
ACCTUEA INLETESE ...ttt st s b e b eies eeeeeeioreessenenene
Revenue distributions payable................;..............' ..........................................................
Current maturities of long-term debt...........coonimiinniinneee, S
Total current LHabilities. ... ..coceeeeeerererieccinnintiniienen e s s nas
LONG-TERM DEBT, LESS CURRENT MATURITIES........ccceceoiniiierienenccrevenennns
DEFERRED PREMIUMS ON DERIVATIVE INSTRUMENTS........cccccovieineinneiencenens
OTHER LIABILITIES ....otictiieteteeeteesteeseeteesteseseestesesissestensessssssessnssessosesssnssssssssnesesnensesens
COMMITMENTS AND CONTINGENCIES—SEE NOTE I
EQUITY:
Preferred stock, par value $.001 pér share, 10,000,000 shares authorized:

Series A Junior Participating Preferred Stock—25,000 shares authorized, none
issued and OULSTANAING ......coeereriieeririirceiiicirnisr e e

9.25% Series B Cumulative Preferred Stock— 6,000,000 Shares authorized,
3,176,734 and 2,041,169 shares issued and outstanding as of 2011 and 2010,
respectively, (aggregate liquidation preference $79,418 and $51,029 as of
December 31, 2011 and 2010, reSPectively) .......ccommvnririiiinininirinisreeeresinneesenne

Common stock, par value $.001 per share—100,000,000 shares authorized,
63,085,432 issued and outstanding in 2011 and 31,283,353 shares in 2010...................
Additional paid-in CaPItal.........ccevererurerereerererererrr et sb e as
Accumulated defiCit......c.ooviiiireieerieecreee e
Accumulated other comprehensive income, net of taxes ..........covvervvninenesrireeennenenn
Total GMX EQUILY....corereerririeriereriireieeciiiriits et sasssssnas
Noncontrolling interest...........c.coenns et orebet st h s a et et s e b bt R s s b b s
TOtAl EQUILY ....cveeverreinireerecreere ettt sn e b s
TOTAL LIABILITIES AND EQUITY .....coeoviiiririinininienenesessieenenns

See accompanying notes to consolidated financial statements.
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December 31,
2011 2010
102,493 $ 2,357
4,325 —
8,607 5,339
7,082 6,829
— 19,486
326 326
2,655 5,767
2,045 26,618
127,533 66,722
1,062,801 938,701
147,224 39,694
(871,346) (630,632)
338,679 347,763
65,858 69,037
— 17,484
10,131 6,084
S 542201 $ __ 507.090
13,550 $ 24,919
17,835 33,048
3,256 3,317
5,980 4,839
26 26
40,647 66,149
426,805 284,943
— 10,622
7,476 7,157
3 2
63 31
690,986 531,944
(649,341) (430,784)
14,029 15,227
55,740 116,420
11,533 21,799
67,273 138,219
542,201 $ 507,090




GMX Resources Inc. and Subsidiaries
Consolidated Statements of Operations
(dollars in thousands, except share and per share data)

Year Ended December 31,
2011 2010 2009

OIL AND GAS SALES, net of gain or (loss) from ineffectiveness of
derivatives of $114, $(1,280) and $1,018, respectively.........ccecererereunnnne. $ 116,741 § 96,523 § 94,294
EXPENSES:

L€aSE OPETALIONS. .....ceveveverersessessssssvecssesmssssssnsasssessseseesessssssssssasnsse 13,420 10,651 11,776

Production and SEVErance taxes ..........cevireniimvesesensnnneissiisescaes 1,196 743 (930)

Depreciation, depletion, and amortization............cocecveveecreeceerercnccncs 50,270 38,061 31,006

Impairment of oil and natural gas properties and assets held for ' :

SALE .ttt e e e et ronenes 205,754 143,712 188,150

General and adminISETAtiVE .................ovoervvverereseesesserssesessssssesmseenns 28,863 27,119 21,390

TOtal ERPENSES...cccvererririieririiintsseseresiresseesesssesssssessseserssensassssesssasaenens 299,503 220,286 251,392

Loss from Operations..........eeerveerurnerreerenecimsnisenesnsesissssesesessseseseseones (182,762) (123,763) (157,098)
NON-OPERATING INCOME (EXPENSES):

INtErESt EBXPENSE....c.cvrcerreriririnieeniererserccenresesseresisisseresssrossseesesnsssneness (31,875) (18,642) (16,748)

Gain (loss) on extinguishment of debt.........c.cccevururivcccccecrerereenencs 4,987 — (4,976)

Interest and other iNCOME (EXPENSE) ...coceveecrrrcirerreeenenenrecnisesisnens 205 » ) 72

Gain (10sS) 0N dEriVAIVES .........occreceeecrcerincnresress e beseseene 3,612 (122) (2,370)

Total NON-0OPErating EXPENSES .......cvvvvirerecrmrerrrresrrrseienssiisnesssseseseenes (23,071) (18,768) (24,022)

Loss before inCcome taxes........ccvrereverererniireniscrenessesnsnsesessessssesesans (205,833) (142,531) (181,120)
INCOME TAXES BENEFIT (PROVISION)......ccceceururuiueueereeecerencrererens (615) 4,239 33
NET LOSS .o eeetsreeseeeestseseresesessaeseses e aessaesssenssessasacsssssssasnene (206,448) (138,292) (181,087)

Net income attributable to noncontrolling interest.........cccccoeceennee. 5,389 3,114 173
NET LOSS APPLICABLE TO GMX......coosevmsveressesssnssssssssssnsssssssnsssnns (211,837) (141,406) (181,260)

Preferred stock dividends.........coeeeeieerureecneneceecencnreneneneeneconeneeseens 6,720 4,633 4,625
NET LOSS APPLICABLE TO COMMON SHAREHOLDERS............. $ (218,557) $ (146,039) $ (185,885)
LOSS PER SHARE—BaSIC.....covururuemimreremsesmersneesresesisesesesesesssnessecssossens $ 4.12) § (5.18) § (9.20)
LOSS PER SHARE—DIIUtEd .....ccvcvererreccicieinininssnsscsisesvessaennene $ 4.12) $ (5.18) $ (9.20)
WEIGHTED AVERAGE COMMON SHARES—BaSic.........ocoereerrrennn. T 53071,200 28,206,506 20,210,400
WEIGHTED AVERAGE COMMON SHARES—Diluted.................... T 53071,200 28,206,506 20,210,400

See accompanying notes to‘consolidated financial statements.
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GMX Resources Inc. and Subsidiaries
Consolidated Statements of Comprehensive Income (Loss)
(dollars in thousands)

Years Ended December 31,
2011 2010 2009
Net 10SS..ceeerercereerannnes ettt sa st nnes $ (206,448) $ (138,292) $ (181,087)
Other comprehensive income (loss), net of income tax:.........cc.coue.e.
Change in fair value of derivative instruments, net of income
taxes of $5,754, $11,512 and $6,961, respectively.........ccececue. 11,170 22,346 13,513
Reclassification of (gain) loss on settled contracts, net of
income taxes of ($6,372), ($8,019) and $(10,489), respectively (12,368) (15,566) (20,362)
Comprehensive 10SS .....ovwiiiniciicirnr s (207,646) (131,512) (187,936)
Comprehensive income attributable to the noncontrolling interest ... 5,389 3,114 173
Comprehensive loss attributable to GMX shareholders ..........cccoueveurunnn. $ (213,035) $ (134,626) $ (188,109)

See accompanying notes to consolidated financial statements.
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BALANCE AT DECEMBER 31, 2008
Stock Options Exercised ........coooviievienninmnnininicencnnne.
Restricted Stock Awards........ccocovvuireinrnicrnnncnnncnennes
Stock Compensation
Preferred Stock Dividends........coocevireeincenecinnicrionnnenes
Shares Issued
Shares Pursuant to Share Lending Agreement...............
Convertible Debt Issued.....

Sale of Subsidiary Membership Interest to
Noncontrolling Interest.

Net Loss

Other Comprehensive Income

December 31, 2009
Restricted Stock Awards

Stock Compensation
Preferred Stock Dividends

Shares Issued

Shares Pursuant to Share Lending Agreement..............
Net Loss........

Contributions—Non-Controlling Interest ...........c.........
Distributions—Non-Controlling Interest ............coovevee
Other Comprehensive Loss
December 31, 2010.............ccevuerververinrenrnrnnennrereeserennsaens
Preferred Stock Dividends
Stock Compensation............oocvevirireiniiviencermnesesnensenenene

Shares Pursuant to Share Lending Agreement..............
Shares ISSUEd .........ccouirriniiininii i
Retirement of Convertible Debt ..
NEt LOSS.. vttt ssae

Contributions—Non-Controlling Interest .....................
Distributions—Non-Controlling Interest ................c......
Other Comprehensive Income
BALANCE AT DECEMBER 31, 201 1.....c.ccoovevnenrnnne

GMX Resources Inc. and Subsidiaries

Consolidated Statement of Changes in Equity
Year Ended December 31, 2009, 2010 and 2011

(dollars and shares in thousands)

Retained Accumulated Total
Additienal earnings other GMX Non-
Preferred Common Preferred Common paid-in (accumulated comprehensive Resources controlling Total
shares shares par value  par value capital deficit) income equity interest equity
2,000 18,795 § 2 3 19 § 330,340 $ (98,860) $ 15,296 §$ 246,797 $ — $ 246,797
— 1 — — 5 — — 5 — 5
_ 19 _ — — — — - — _—
— — — — 5,844 — — 5,844 — 5,844
— — — — — (4,625) — (4,625) — (4,625)
— 12,700 — 13 164,051 — — 164,064 — 164,064
— (300) — ) ~ — — 0] — )
— — — — 8,421 — — 8,421 — 8,421
—_ — — — 13,984 — — 13,984 21,908 35,892
— — — — — (181,260) — (181,260) 173 (181,087)
— — — — — — (6,849) (6,849) — (6,849)
2,000 31,215 § 2 3 31 $ 522645 $ (284,745) $ 8,447 § 246,380 $ 22,081 $ 268,461
— 188 — — — — — — — —
— — — — 6,274 — — 6,274 — 6,274
— — — — — (4,633) — (4,633) — (4,633)
41 380 — — 3,025 — — 3,025 — 3,025
— (500) — —— — — — — — —
— — — — — (141,406) — (141,406) 3,114 (138,292)
— — —_ — —_— — — —_ 1,244 1,244
— — — — — — — — (4,640) (4,640)
— — — — — .- 6,780 6,780 — 6,780
2,041 31,283 § 2 8 31 $ 531,944 § (430,784) $ 15227 $ 116,420 $ 21,799 $ 138,219
— —_ — — — (6,720) — (6,720) — (6,720)
— 216 — — 4,248 — — 4,248 - — 4,248
— (276) e — — — — — — —
1,136 31,862 1 32 160,057 — — 160,090 — 160,090
— — — — (5,263) — — (5,263) — (5,263)
— — — — — (211,837) — (211,837) 5,389 (206,448)
— — — — — — — — 422 422
— - —_ — — — — — (16,077) (16,077)
— — — — — — (1,198) (1,198) — (1,198)
3,177 63,085 § 3 8 63 $ 690986 $ (649,341) $ 14,029 $ 55740 $ 11,533 $§ 67273

See accompanying notes to consolidated financial statements.
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GMX Resources Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(dollars in thousands)

Year Ended December 31,
2011 2010 2009
CASH FLOWS DUE TO OPERATING ACTIVITIES
Net loss............ ereeaeaebetetas ettt a et et esa SRR Rt e R R a Rt et sb s bt $ (206,448) $ (138,292) $ (181,087)
Adjustments to reconcile net loss to net cash provided by operating
activities:
Depreéiation, depletion, and amortization..............ccocrivecininininnnene 50,270 38,061 31,006
Impairment and other WIitedOWns ......ccccecerverererneernnricicereeeiie s 205,754 143,712 188,150
Deferred INCOME TAXES .......c.overemsersessssrssssssssissssssssssssarssnssssassesanssssessssens 615 (4,209) —
Non-cash stock cOmpensation EXPENSE.....iuiiiruiessisesesssseineressasrensas 3,677 5,450 4,635
Loss (gain) on extinguishment of debt.... (4,987) ‘ (141) 4,976
Non-cash iNEreSt EXPENSE. ....covrrvrreererireermeeeerermimsscrisessessasssrsnsassssesensas : 9,378 9,330 6,036
OHET oo eeveomeesevesssssesssesssssesssessssesseesssssasssssssssssssssssssssssasess R (4,918) 1,402 v 1,838
Decrease (increase) in:
Accounts receivable ..........cvvvviivininiininni (3,521) (1,595) (1,338)
Prepaid expenses and other assets..............cccoeneuenene. reereesesesaenens (301) (1,730) 457)
Increase (decrease) in:
Accounts payable and accrued expenses 122 6,680 (2,852)
Revenue distributions payable ............ccvveeeviccnrivnenicncncnene. 952 67 (1,417)
Net cash provided by operating activities .........c.ceeverveveuenee 50,593 58,735 49,490
CASH FLOWS DUE TO INVESTING ACTIVITIES
Purchase, exploration and development of oil and natural gas properties..... (269,567) (172,726) (162,076)
Proceeds from sales of oil and natural gas properties, property, equipment
and assets held for sale.......ccooeccveernniinicic e 15,821 7,010 —
Sale of volumetric production payment...........c.coeeveenmivinsnnnrcrrenieennienennnns v 49,700 — —
Cash settlement Of hed@eS.......c.ecvvurueerirircrrcrercrineecrcr it sessesesaenes 21,213 — —
Purchase of property and equipment.........coeeueveveireireeieteesnieieieeieeseneenens (2,411) (10,284) (19,248)
Other INVESLING.....cvrvviirievirieriiereriisreirsrs ettt en s e se e ssaene (4,325) — —
Net cash used in investing aCtivities ........c.ceceveverereererecenenn (189,569) (176,000) (181,324)
CASH FLOWS DUE TO FINANCING ACTIVITIES
Borrowings on revolving bank credit facility .......ccoeeueieeeerieieiricns 70,500 92,000 99,000
Repayments of revolving bank credit facility ..........cocovurvevvverreecreennnccrinennn (162,500) — (179,000)
Proceeds from issuance of 10ng-term debt.........ovcvurecereemreemerrenameceserssseeens 293,666 — 86,250
Repayment of long-term debt ... e (47,124) (79) (34,669)
Proceeds from sale of common StOCK ........cocevemrisinininniniiininsinnnncnicinnens 105,324 — 164,069
Proceeds from sale of preferred StocK.......cooevcvrivenisniicrninccinicnieninrisesnennes 25,809 949 —
Dividends paid on Series B cumulative preferred stock... (6,720) (4,633) (4,625)
Fees paid related to financing activities.......coveeveivcceiriennicncre et (24,188) - (773) (7,085)
Contributions from non-controlling interest member ............icececcvvereeciennnns 422 1,244 —
Distributions to non-controlling interest MEMbET............cccvruverriinriririaninecs (16,077) (4,640) —
Sale of equity interest f @ BUSINESS......ccevverurnrereeernseereriir e — — 36,000
OBET .ottt ettt st sh e e sb s bbb s b e b e b s reen — — 732
Net cash provided by financing activities ...........ccevueururnnne 239,112 84,068 160,672
NET INCREASE (DECREASE) IN CASH.....cccoonmmiiinnniiennnnnene 100,136 (33,197) 28,338
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 2,357 35,554 6,716
CASH AND CASH EQUIVALENTS AT END OF PERIOD...........cccocoeveriunennnns $ 102,493 § 2,357 $ 35,554

See accompanying notes to consolidated financial statements.
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GMX Resburces Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2011, 2010 and 2009

NOTE A—NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
NATURE OF BUSINESS AND PRINCIPLES OF CONSOLIDATION

GMX Resources Inc. and its subsidiaries (collectively, “GMX” the “Company”, “we,” “us” and “our”) is an independent
oil and natural gas exploration and production company with a portfolio of leasehold acreage in multiple resource plays that
allow us flexibility to deploy capital based on a variety of economic and technical factors, including commodity prices
(including differentials applicable to the basin) well costs, service availability, and take-away capacity.

Prior to 2011, the Company focused on the development of the hydrocarbon formations in East Texas including the
Cotton Valley Sands (“CV'S”) layer in the Schuler formation and the Upper, Middle and Haynesville/Lower Bossier layers of
the Bossier formation (the “Haynesville/Bossier Shale”, or “H/B”), in the Sabine Uplift of the Carthage, North Field primarily
located in Harrison and Panola counties of East Texas (previously designated as our “primary development area”).

In late 2010, we made a strategic decision to expand our asset base and development activities into other basins in order
to diversify our significant concentration in natural gas to a multiple basin and commodity strategy with more liquid
hydrocarbon opportunities. In the first half of 2011, we acquired core positions in over 75,000 undeveloped net acres in two of
the leading oil resource plays in the U.S.; the Williston Basin of North Dakota/Montana, targeting the Bakken/ Three Forks
Formation, and in the oil window of the Denver Julesburg Basin (the “DJ Basin”) of Wyoming, targeting the emerging
Niobrara Formation. We believe the flexibility with the acquisition of the liquids-rich (estimated 90% oil) Bakken and Niobrara
acreage will enable us to generate higher cash flow growth to fund our capital expenditure program. The Company is
leveraging our expertise in H/B Shale horizontal drilling to successfully develop these newly acquired oil resource plays. A

“summary of the 2011 transactions are as follows: '

*  Bakken acquisitions-During the first half of 2011, we acquired all of the working interest and an average greater than
80% net revenue interest in approximately 35,000 undeveloped net acres of oil and gas leases located in Billings,
Stark, McKenzie and Dunn Counties of North Dakota, and Richland, Sheridan and Wibaux Counties of Montana. We
hold Williston Basin leases in approximately 150 1,280-acre units and expect to be the operator in approximately 43 of
those units, providing a minimum of 172 operated locations.

*  Niobrara acquisitions-During the first half of 2011, we acquired all of the working interest and an 80% net revenue
interest in approximately 40,000 undeveloped net acres of oil and gas leases located in Platte, Goshen and Laramie
Counties of Wyoming. We hold DJ Basin leases in approximately 146 640-acre units and expect to be the operator in
approximately 95 of those units, providing a minimum of 380 operated locations.

We have three subsidiaries: Diamond Blue Drilling Co. (“Diamond Blue™), Endeavor Pipeline Inc. (“Endeavor Pipeline”),
which operates our water supply and salt water disposal systems in our East Texas area, and Endeavor Gathering, LLC
(“Endeavor Gathering”), which owns the natural gas gathering system and related equipment operated by Endeavor Pipeline.
Kinder Morgan Endeavor LLC (“KME”) owns a 40% membership interest in Endeavor Gathering.

The accompanying consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States (“GAAP”). References to GAAP issued by the Financial Accounting Standards Board
(“FASB”) in these footnotes are to the FASB Accounting Standards Codification (“ASC”). The consolidated financial
statements include the accounts of GMX and its wholly and majority owned subsidiaries. All significant intercompany
transactions have been eliminated.

USE OF ESTIMATES: The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of oil and gas reserves, assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. Significant estimates include estimates for proved
oil and natural gas reserve quantities, deferred income taxes, asset retirement obligations, fair value of derivative instruments,
useful lives of property and equipment, expected volatility and contract term to exercise outstanding stock options, and are
subject to change.

RECLASSIFICATIONS: Certain reclassifications in the Consolidated Statements of Cash Flows have been made to prior
years amounts to conform to current year presentations.

CASH, CASH EQUIVALENTS AND RESTRICTED CASH: The Company considers all highly liquid investments with
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maturities of three months or less at the time of purchase to be cash equivalents. The carrying value of cash and cash
equivalents approximates fair value due to the short-term nature of these instruments.

The Company had $4.3 million in restricted cash related to undrawn letters of credit as of December 31, 2011. There was
no restricted cash as of December 31, 2010.

CONCENTRATIONS OF CREDIT RISK: Substantially all of the Company’s receivables are within the oil and gas
industry, primarily from purchasers of natural gas and crude oil and from partners with interests in common properties operated
by the Company. Although diversified among many companies, collectability is dependent upon the financial wherewithal of
each individual company as well as the general economic conditions of the industry. The receivables are not collateralized,
however the Company does review these parties for creditworthiness and general financial condition.

* The Company has accounts with separate banks in Louisiana and Oklahoma. At December 31, 2011 and 2010, the
Company had $99.6 million and $4.5 million, respectively, invested in overnight investment sweep accounts. Bank deposit
accounts may, at times, exceed federally insured limits. The Company has not experienced any losses in such accounts and does
not believe it is exposed to significant credit risk on its cash.

The Company uses natural gas and crude oil commodity derivatives to hedge a portion of its exposure to natural gas and
crude oil price volatility. These arrangements expose the Company to credit risk from its counterparties. To mitigate that risk,
the Company only uses counterparties that are highly-rated entities with corporate credit ratings at or exceeding A or Aa as
classified by Standard & Poor’s and Moody’s, respectively.

Sales to individual customers constituting 10% or more of total natural gas and crude oil sales were as follows for each of
the years ended December 31:

2011 2010 2009
Natural gas ,
Texla Energy Management, INC.....ccoccocvveerirereereernricrenreeennes veeaeene 48% 44% 54%
Southwest Energy, L.P........cccocveieieviniiiniieeceseseetiveieesseseaecesenens 15% — —
ConocoPhillips Company .........cccevereeerererrererernnseoenas reeseranaens eereeaes 10% ‘ — —
Tenaska.....ccoceeevvrveierucan. ettt e st se s s s nene — 16% —
Various purchasers through Penn Virginia Oil & Gas, L.P............... —_— 14% 21%
Louis Dreyfus................... ettt e s se e aes — 10% —
BP Energy Company...............ccooviiiiiinicrrennnencrerenisseseseseeseseseenes — — 12%
Waskom Gas Processing Company ...........c.cceceerererereeeeeeescrerceeresenens — — 11%
Crude oil
SUNOCO, INC .ottt 62% 61% 52%
Various purchasers through Penn Virginia Oil & Gas, L.P............... 30% 39% 43%

If the Company were to lose a purchaser, it believes it could replace it with a substitute purchaser with substantially
equivalent terms. : '

INVENTORIES: Inventories consist of crude oil in tanks and natural gas liquids. Treated and stored crude oil inventory
and natural gas liquids at the end of the year are valued at the lower of production cost or market.

ACCOUNTS RECEIVABLE: The Company has receivables from joint interest owners and oil and gas purchasers that
are generally uncollateralized. The Company reviews these parties for creditworthiness and general financial condition.
Accounts receivable are generally due within 30 days and accounts outstanding longer than 60 days are considered past due. If
necessary, the Company would determine an allowance by considering the length of time past due, previous loss history, future
net revenues of the debtor’s ownership interest in oil and gas properties operated by the Company and the owners ability to pay
its obligation, among other things. The Company writes off accounts receivable when they are determined to be uncollectible.

The Company establishes provisions for losses on accounts receivable if it determines that it will not collect all or part of
the outstanding balance. The Company regularly reviews collectability and establishes or adjusts the allowance as necessary
using the specific identification method. There was no allowance for doubtful accounts at December 31, 2011 and 2010. .

OIL AND NATURAL GAS PROPERTIES: The Company follows the full cost method of accounting for its oil and
natural gas properties and activities. Accordingly, the Company capitalizes all costs incurred in connection with the acquisition,
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exploration and development of oil and natural gas properties. The Company capitalizes internal costs that can be directly
identified with exploration and development activities, but does not include any costs related to production, general corporate
overhead, or similar activities. Capitalized costs include geological and geophysical work, 3D seismic, delay rentals, drilling
and completing and equipping oil and gas wells, including salaries and benefits and other internal costs directly attributable to
these activities. Also included in oil and natural gas properties are tubular and other lease and well equipment of $3.8 million
and $4.1 million at December 31, 2011 and 2010, respectively, that have not been placed in service but for which we plan to
utilize in our on-going exploration and development activities.

Proceeds from dispositions of oil and gas properties are accounted for as a reduction of capitalized costs, with no gain or
loss generally recognized upon disposal of oil and natural gas properties unless such disposal significantly alters the
relationship between capitalized costs and proved reserves. Revenues from services provided to working interest owners of
properties in which GMX also owns an interest, to the extent they exceed related costs incurred, are accounted for as reductions
of capitalized costs of 0il and natural gas properties.

Investments in unevaluated properties and major development projects are not amortized until proved reserves associated
with the projects can be determined or until impairment occurs. The balance of unevaluated properties is comprised of capital
costs incurred for undeveloped acreage, exploratory wells in progress and capitalized interest costs. We assess all items
classified as unevaluated property on a quarterly basis for possible impairment or reduction in value. We assess our properties
on an individual basis or as a group if properties are individually insignificant. Our assessment includes consideration of the
following factors, among others: intent to drill; remaining lease term; geological and geophysical evaluations; drilling results
and activity; the assignment of proved reserves; and the economic viability of development if proved reserves are assigned.
During any period in which these factors indicate an impairment, the cumulative drilling costs incurred to date for such
property and all or a portion of the associated leasehold costs are transferred to the full-cost pool and are then subject to
amortization.

Depreciation, depletion and amortization of oil and gas properties (“DD&A”) are provided using the units-of-production
method based on estimates of proved oil and gas reserves and production, which are converted to a common unit of measure
based upon their relative energy content. The Company’s cost basis for depletion includes estimated future development costs
to be incurred on proved undeveloped properties. The computation of DD&A takes into consideration restoration,
dismantlement, and abandonment costs and the anticipated proceeds from salvaging equipment. DD&A expense for oil and
natural gas properties was $44.3 million, $32.9 million and $23.9 million for the years ended December 31, 2011, 2010 and
2009, respectively.

Capitalized costs are subject to a “ceiling test,” which limits the net book value of oil and natural gas properties less
related deferred income taxes to the estimated after-tax future net revenues discounted at a 10-percent interest rate. The cost of
unproved properties is added to the future net revenues less income tax effects. At December 31, 2011 and 2010, future net
revenues are calculated using prices that represent the average of the first day of the month price for the 12-month period prior
to the end of the period.

Such prices are utilized except where different prices are fixed and determinable from applicable contracts for the
remaining term of those contracts, including the effects of derivatives qualifying as cash flow hedges. On December 12, 2011,
the Company monetized its entire hedge portfolio. Therefore, there was no impact of derivatives qualifying as cash flows
hedges on the ceiling test as of December 31, 2011. As of December 31, 2010 and 2009, based on average prices for the prior
12-month period for natural gas and oil, cash flow hedges increased the full-cost ceiling by $52.3 million and $69.7 million,
respectively, thereby reducing the ceiling test write-down by the same amount. Our natural gas and oil hedging activities are
discussed in “Note E—Derivative Activities,” of these consolidated financial statements.

Two primary factors impacting the ceiling test are reserve levels and natural gas and oil prices, and their associated
impact on the present value of estimated future net revenues. Revisions to estimates of natural gas and oil reserves and/or an
increase or decrease in prices can have a material impact on the present value of estimated future net revenues: Any excess of
the net book value, less deferred income taxes, is generally written off as an expense. As a result of the Company’s ceiling test
as of December 31, 2011, 2010 and 2009, the Company recorded impairment expense of $196.4 million, $132.8 million and
$188.2 million, respectively.

During December 2011, the Company agreed to sell a term overriding royalty interest, or volumetric production payment
("VPP"), in certain long-lived producing assets in the H/B layer in East Texas and received cash proceeds of $49.7 million. The
VPP is for approximately 14.7 Bef to be produced over the next ninety-five months which commenced in December 2011.

The VPP was treated as a sale of oil and gas properties and no gain or loss was recognized on the sale in accordance with the
SEC accounting guidance for companies accounting for their oil and gas properties under the full cost method. Our oil and
natural gas properties presented on our balance sheets as of December 31, 2011, have been reduced accordingly.
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PROPERTY AND EQUIPMENT: Property and equipment are capitalized and stated at cost, while maintenance and
repairs are expensed currently. Depreciation and amortization of other property and equipment are provided when assets are
placed in service using the straight-line method based on estimated useful lives ranging from three to twenty years. In 2009, we
changed the estimated useful life of the pipeline assets from 10 to 20 years. Depreciation and amortization expense for property
and equipment was $6.0 million, $5.1 million and $7.1 million for the years ending December 31, 2011, 2010 and 2009,
respectively.

IMPAIRMENT OF LONG-LIVED ASSETS: Pipeline and gathering system assets and other long-lived assets used in
operations are periodically assessed to determine if circumstances indicate that the carrying amount of an asset may not be
recoverable. An impairment loss is recognized only if the carrying amount of a long-lived asset is not recoverable from its
undiscounted cash flows. An impairment loss is the difference between the carrying amount and fair value of the asset. The
Company had no such impairment losses for the years ended December 31, 2011, 2010 and 2009.

ASSETS HELD FOR SALE: Assets held for sale are carried on the balance sheet at their carrying value or fair value less
cost to sell, whichever is less. Subsequent increases in fair value less cost to sell will be recognized as a gain, but not in excess
of the cumulative loss previously recognized. As a result of determining fair value on the assets held for sale and changes in
selling cost estimates, an impairment loss was recorded for the years ended December 31, 2011 and 2010 on the assets held for
sale in the amount of $9.3 million and $10.9 million, respectively. As of December 31, 2011 and 2010, estimated selling costs
on the remaining assets held for sale were estimated to be $0.1 million and $1.3 million, respectively.

DEBT ISSUE COSTS: The Company amortizes debt issue costs related to its 5.00% Convertible Senior Notes, 4.50%
Convertible Senior Notes, 11.375% Senior Notes, and Senior Secured Notes as interest expense over the scheduled maturity
period of the debt. Unamortized debt issue costs were approximately $10.1 million and $9.1 million as of December 31, 2011
and 2010, respectively.

REVENUE DISTRIBUTIONS PAYABLE: For certain oil and natural gas properties, the Company receives production
proceeds from the purchaser and further distributes such amounts to other revenue and royalty owners. Production proceeds
applicable to other revenue and royalty owners are reflected as revenue distributions payable in the accompanying balance
sheets. We recognize revenue for only our net interest in oil and natural gas properties.

DEFERRED INCOME TAXES: Deferred income taxes are provided for significant carryforwards and temporary
differences between the tax basis of an asset or liability and its reported amount in the financial statements that will result in
taxable or deductible amounts in future years. Deferred income tax assets or liabilities are determined by applying the presently
enacted tax rates and laws. The Company records a valuation allowance for the amount of net deferred tax assets when, in
management’s opinion, it is more likely than not that such assets will not be realized.

The Company recognizes the financial statement effects of tax positions when it is more likely than not, based on the
technical merits, that the position will be sustained upon examination by a taxing authority. Recognized tax positions are
initially and subsequently measured as the largest amount of tax benefit that is more likely than not of being realized upon
ultimate settlement with a taxing authority. Liabilities for unrecognized tax benefits related to such tax positions are included in
other long-term liabilities unless the tax position is expected to be settled within the upcoming year, in which case the liabilities
are included in accrued expenses and other current liabilities. As of December 31, 2011 and 2010, the Company had no such
liabilities.

REVENUE RECOGNITION: Natural gas and crude oil revenues are recognized when sold to a purchaser at a fixed or
determinable price, when delivery has occurred and title has transferred, and if collectability of the revenue is probable.
Delivery occurs and title is transferred when production has been delivered to a purchaser’s pipeline or truck. As a result of the
numerous requirements necessary to gather information from purchasers or various measurement locations, calculate volumes
produced, perform field and wellhead allocations and distribute and disburse funds to various working interest partners and
royalty owners, the collection of revenues from oil and gas production may take up to 60 days following the month of
production. Therefore, the Company makes accruals for revenues and accounts receivable based on estimates of its share of
production, particularly from properties that are operated by others. Since the settlement process may take 30 to 60 days
following the month of actual production, the Company’s financial results include estimates of production and revenues for the
related time period. The Company records any differences, which are not expected to be significant, between the actual
amounts ultimately received and the original estimates in the period they become finalized.

NATURAL GAS BALANCING: During the course of normal operations, the Company and other joint interest owners of
natural gas reservoirs will take more or less than their respective ownership share of the natural gas volumes produced. These
volumetric imbalances are monitored over the lives of the wells’ production capability. If an imbalance exists at the time the
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wells’ reserves are depleted, cash settlements are made among the joint interest owners under a variety of arrangements. The
Company follows the sales method of accounting for gas imbalances. A liability is recorded when the Company’s natural gas
volumes exceed its estimated remaining recoverable reserves. No receivables are recorded for those wells where the Company
has taken less than its ownership share of gas production. There are no significant imbalances as of December 31, 2011 and
2010.

PRODUCTION AND SEVERANCE TAXES: Production taxes are set by state and local governments and vary as to the
tax rate and the value to which that rate is applied. In Texas, where substantially all of our production is derived, severance
taxes are levied as a percent of revenue received. The rate in Texas is complicated by certain severance tax exemptions or rate
deductions on high cost wells. Certain wells, including all of our H/B wells, qualify for full severance tax relief for a period of
ten years or recovery of 50% of the cost of drilling and completions, whichever is less. As a result, refunds for severance tax
paid to the State of Texas on wells that qualify for reimbursement are recognized as accounts receivable and offset severance
tax expense for the amount refundable as of December 31, 2011 and 2010 (net of filing fees paid to a third party). Prior to
2010, credits were not recognized until approvals were received. Production and severance taxes for the years ended
December 31, 2011, 2010 and 2009 reflect tax refunds received and accrued of $3.5 million, $3.1 million and $2.9 million,
respectively.

DERIVATIVE INSTRUMENTS: The Company uses derivative financial instruments to manage its exposure to lower oil
and natural gas prices. Derivative instruments are measured at fair value and recognized as assets or liabilities in the balance
sheet. Upon entering into a derivative contract, the derivative may be designated as a cash flow hedge. The relationship
between the derivative instrument designated as a hedge and the hedged items is documented, as well as our objective for risk
management and strategy for use of the hedging instrument to manage the risk. Derivative instruments designated as cash flow
hedges are linked to specific forecasted transactions. At inception, and on an ongoing basis, a derivative instrument used as a
hedge is assessed as to whether it is highly effective in offsetting changes in the cash flows of the hedged item. A derivative that
is not a highly effective hedge does not qualify for hedge accounting.

Changes in fair value of a qualifying cash flow hedge are recorded in accumulated other comprehensive income, until
earnings are affected by the cash flows of the hedged item. When the cash flow of the hedged item is recognized in the
statement of operations, the fair value of the associated cash flow hedge is reclassified from accumulated other comprehensive
income into earnings as a component of oil and gas sales. Ineffective portions of a cash flow hedge are recognized currently in
earnings as a component of oil and gas sales. The changes in fair value of derivative instruments not qualifying or not
designated as hedges are reported currently in the consolidated statement of operations as gains (losses) on derivatives, a
component of non-operating income (expense). For the year ended December 31, 2011, the changes in the fair value of the
derivative instruments were realized upon the monetization of the Company's hedge portfolio in December 2011. For the years
ended December 31, 2010 and 2009 the changes in the fair value of the derivative instruments were unrealized. If a derivative
instrument no longer qualifies as a cash flow hedge, hedge accounting is discontinued and the gain or loss that was recorded in
accumulated other comprehensive income is recognized over the period anticipated in the original hedge transaction.

FAIR VALUE. Fair value is defined as the price that would be received to sell an asset or price paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Inputs used in determining fair value are
characterized according to a hierarchy that prioritizes those inputs based upon the degree to which they are observable. The
three levels of the fair-value-measurement hierarchy are as follows:

Level 1—inputs represent quoted prices in active markets for identical assets or liabilities (for example, exchange-traded
commodity derivatives).

Level 2—inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly (for example, quoted market prices for similar assets or liabilities in active markets or quoted market
prices for identical assets or liabilities in markets not considered to be active, inputs other than quoted prices that are observable
for the asset or lability, or market-corroborated inputs).

Level 3—inputs that are not observable from objective sources, such as the Company’s internally developed assumptions
used in pricing an asset or liability.

In determining fair value, the Company utilizes observable market data when available, or models that incorporate
observable market data. In addition to market information, the Company incorporates transaction-specific details that, in
management’s judgment, market participants would take into account in measuring fair value. In arriving at fair-value
estimates, the Company utilizes the most observable inputs available for the valuation technique employed. If a fair-value
measurement reflects inputs at multiple levels within the hierarchy, the fair-value measurement is characterized based upon the
lowest level of input that is significant to the fair-value measurement. Recurring fair-value measurements are performed for
derivatives instruments. The carrying amount of cash and cash equivalents, accounts receivable and accounts payable reported
on the balance sheet approximates fair value.
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ASSET RETIREMENT OBLIGATIONS: The Company’s asset retirement obligations relate to estimated future plugging
and abandonment expenses on its oil and gas properties and related facilities disposal. These obligations to abandon and restore
properties are based upon estimated future costs that may change based upon future inflation rates and changes in statutory
remediation rules. The Company records the fair value of a liability for an asset retirement obligation in the period in which it
is incurred and a corresponding increase in the carrying amount of oil and gas properties.

ENVIRONMENTAL LIABILITIES: Environmental expenditures that relate to an existing condition caused by past
operation and that do not contribute to current or future revenue generation are expensed. Liabilities are accrued when
environmental assessments and/or clean-ups are probable, and the costs can be reasonably estimated. As of December 31, 2011
and 2010, the Company has not accrued for or been fined or cited for any environmental violations that would have a material
adverse effect upon the financial position, operating results or the cash flows of the Company.

BASIC EARNINGS PER SHARE AND DILUTED EARNINGS PER SHARE: Basic net income per common share is
computed by dividing the net income (loss) applicable to common stock by the weighted average number of shares of common
stock outstanding during the period. Diluted net income per common share is calculated in the same manner, but also considers
the impact to net income and common shares for the potential dilution from our convertible notes, outstanding stock options
and non-vested restricted stock awards. The following table reconciles the weighted average shares outstanding used for these
computations for the years ending December 31:

2011 2010 2009
Weighted average shares outstanding—basic.........cocecevevrveereenrncreerecncnes 53,071,200 28,206,506 20,210,400
Effective of dilutive securities:
StoCk OPLIONS.....coorieiiiriaiciier e — — —
Weighted average shares outstanding—diluted..........ccceoevervenriceverennencnn. 53,071,200 28,206,506 20,210,400

Common shares outstanding loaned in connection with the 5.00% Convertible Senior Notes issued in February 2008 in
the amount of 2,364,375, 2,640,000 and 3,140,000 shares were not included in the computation of earnings per common share
for the years ending December 31, 2011, 2010 and 2009, respectively.

For purposes of calculating weighted average common shares—diluted, non-vested restricted stock and outstanding stock
options would be included in the computation using the treasury stock method, with the proceeds equal to the amount of cash
received from the employee upon exercise and the average unrecognized compensation during the period, adjusted for any
estimated future tax consequences recognized directly in equity.

Due to our net loss from operations for the years ended December 31, 2011, 2010 and 2009, we excluded the effects of
the convertible notes, stock options and shares of non-vested restricted stock as they would have been antidilutive. Dilutive
shares are calculated under the accounting guidance of FASB ASC 260-10, "Earnings Per Share." Under this accounting
guidance, assuming the Company had net income for the year ended December 31, 2011, there would be no dilutive shares as
of December 31, 2011. The amount of shares excluded from dituted weighted average shares outstanding for 2010 and 2009
was 66,061 and 794,000, respectively.

STOCK BASED COMPENSATION: The Company recognizes compensation expense for all stock-based payment
awards made to employees, contractors and non-employee directors. Stock-based compensation expense is measured at the
grant date based on the fair value of the award and is recognized as expense over the requisite service period, which is
generally the vesting period. For stock options, the Company uses the Black-Scholes option-pricing model to determine the
option fair value, which requires the input of highly subjective assumptions, including the expected volatility of the underlying
stock, the expected term of the award, the risk-free interest rate and expected future divided payments. Expected volatilities are
based on our historical volatility. The expected life of an award is estimated using historical exercise behavior data and
estimated future behavior. The risk-free interest rate is based on the U.S. Treasury yields/in effect at the time of grant and
extrapolated to approximate the expected life of the award. The Company does not expect to declare or pay dividends in the
foreseeable future. ' -/’

/
COMMITMENTS AND CONTINGENCIES: Liabilities for loss contingencies arising from claims, assessments,
litigation, or other sources are recorded when it is probable that a liability has been incurred and the amount can be reasonably
estimated.

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES: During the years
ended December 31, 2011, 2010 and 2009, the Company recorded non-cash additions to oil and gas properties of $0.6 million,
$1.0 million and $1.2 million, respectively related to the depreciation of its Company-owned rigs and the capitalization of non-
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cash stock compensation expense related to employees directly involved in exploration and development activities.

Capital additions due to increase/(decreases) in accounts payable was ($20.9) million, $14.6 million and $25.6 million for
the years ended December 31, 2011, 2010 and 2009, respectively.

During the years ended December 31, 2011, 2010 and 2009, the Company recorded a net non-cash asset and a related
liability of $0.4 million, $0.7 million and $0.6 mllhon respectively, associated with the asset retirement obligation on the
acquisition and/or development of oil and gas propemes

During the year ended December 31, 2011 the Company recorded additions to oil and natural gas properties in exchangc
for common stock of $31.6 million related to the acreage acquisitions in the Bakken/Three Forks and Niobrara.

Cash paid for interest, net of amounts capitalized, was $22.5 million, $12.0 million and $15.6 million for the years ended
December 31, 2011, 2010 and 2009, respectively. Interest of $7.8 million, $2.6 million and $1.8 million, was capitalized
during the years ended December 31, 2011, 2010 and 2009, respectively, related to the unproved properties that were not being
currently depreciated, depleted or amortized and on which exploration or development activities were in progress.

Cash paid/(received) for income taxes was $1,000, ($30,000) and ($33,000) for the years ended December 31, 2011, 2010
and 2009, respectively.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS:

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. The issuance of ASU 2011-5
is intended to improve the comparability, consistency and transparency of financial reporting and to increase the prominence of
items reported in other comprehensive income. The guidance in ASU 2011-5 supersedes the presentation options in ASC Topic
220 and facilitates convergence of U.S. generally accepted accounting principles and International Financial Reporting
Standards by eliminating the option to present components of other comprehensive income as part of the statement of changes
in shareholders' equity and requiring that all non-owner changes in shareholders' equity be presented either in a single
continuous statement of comprehensive income or in two separate but consecutive statements. This guidance will be applied
retrospectively and early adoption is permitted. This guidance is effective for fiscal years and interim periods within those
years, beginning after December 15, 2011. The adoption of this guidance is not expected to have a material impact on the
Company’s consolidated financial statements.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S GAAP and IFRSs. This amendment of the FASB Accounting Standards Codification is to ensure that fair
value has the same meaning in U.S. GAAP and IFRS and that their respective fair value measurement and disclosure
requirements are the same. This guidance is effective during the interim and annual periods beginning after December 15, 2011.
The Company does not expect that this authoritative guidance will have any material effect on the Company’s financial
statements.

In December 2009, the Company adopted revised oil and gas reserve estimation and disclosure requirements. The
primary impact of the new disclosures for the Company was to align the definition of proved reserves with the Securities and
Exchange Commission (SEC) Modernization of Oil and Gas Reporting rules, which were issued by the SEC at the end of 2008
and effective for fiscal periods ending on or after December 31, 2009. The accounting standards revised the definition of
proved oil and gas reserves to require that the average, first-day-of-the-month price during the 12-month period preceding the
end of the year rather than the year-end price, must be used when estimating whether reserve quantities are economical to
produce. This same 12-month average price is also used in calculating the aggregate amount of (and changes in) future cash
inflows related to the standardized measure of discounted future net cash flows. The rules also allow for the use of reliable
technology to estimate proved oil and gas reserves, if those technologies have been demonstrated to result in reliable
conclusions about reserve volumes. The unaudited supplemental information on oil and gas exploration and production
activities for 2011, 2010 and 2009 has been presented following these new reserve estimation and disclosure rules.

NOTE B—SHARE LENDING ARRANGEMENTS AND ADOPTION OF ASU 2009-15

In February 2008, in connection with the offer and sale of the 5.00% convertible notes, we entered into a share lending
agreement (the “Share Lending Agreement”) with an affiliate of Jefferies & Company, Inc. (the “Share Borrower™) and
Jefferies & Company, Inc., as collateral agent for GMX. Under this agreement, we may loan to the Share Borrower up to the
maximum number of shares of our commonistock underlying the 5.00% convertible notes during a specified loan availability
period. This maximum number of shares was initially 3,846,150 shares. We will receive a loan fee of $0.001 per share for each
share of our common stock that we loan to the Share Borrower, payable at the time such shares are borrowed. The Share
Borrower may borrow and re-borrow up to the maximum number of shares of our common stock during the loan availability
period.
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The Share Borrower’s obligations under the Share Lending Agreement are unconditionally guaranteed by Jefferies
Group, Inc., the ultimate parent company of the Share Borrower and Jefferies & Company, Inc. (the “guarantor”). If the
guarantor receives a rating downgrade for its long term unsecured and unsubordinated debt below a specified level by both
Standard & Poor’s Ratings Services and Moody’s Investors Service, Inc. (or any substitute rating agency mutually agreed upon
by the Company and the Share Borrower), or by either of such rating agencies in certain circumstances, the Share Borrower has
agreed to post and maintain with Jefferies & Company, Inc., acting as collateral agent for the Company, collateral in the form of
cash, government securities, certificates of deposit, high-grade commercial paper of U.S. issuers, letters of credit or money
market shares with a market value at least equal to 100% of the market value of the shares of our common stock borrowed by
the Share Borrower as security for the Share Borrower’s obligation to return the borrowed shares to the Company pursuant to
the Share Lending Agreement.

The loan availability period under the Share Lending Agreement commenced on the date of the Share Lending
Agreement and will continue until the date that any of the following occurs:

»  the Company notifies the Share Borrower in writing of our intention to terminate the Share Lending Agreement at
any time after the entire principal amount of the 5.00% convertible notes ceases to be outstanding as a result of
conversion, repurchase, at maturity or otherwise;

» the Company and the Share Borrower agree to terminate the Share Lending Agreement;

»  the Company elects to terminate all of the outstanding loans upon a default by the Share Borrower under the
Share Lending Agreement or by the guarantor under its guarantee, including a breach by the Share Borrower of
any of its obligations or a breach in any material respect of any of the representations or covenants under the
Share Lending Agreement or a breach by the guarantor of the guarantee, or the bankruptcy of the Share Borrower
or the guarantor; or

*  the Share Borrower elects to terminate all outstanding loans upon the bankruptcy of the Company.

Any shares the Company loans to the Share Borrower will be issued and outstanding for corporate law purposes,
however, the borrowed shares will not be considered outstanding for the purpose of computing and reporting earnings per
share. The holders of the borrowed shares will have all of the rights of a holder of a share of our outstanding common stock,
including the right to vote the shares on all matters submitted to a vote of the Company’s shareholders and the right to receive
any dividends or other distributions that we may pay or make on our outstanding shares of common stock. However, under the
Share Lending Agreement, the Share Borrower has agreed:

* not to vote any shares of the Company’s common stock it has borrowed to the extent it owns such borrowed
shares; and

* to pay to the Company an amount equal to any cash dividends that are paid on the borrowed shares.

On January 1, 2010, the Company adopted, retrospectively, ASU 2009-15, Accounting for Own-Share Lending
Arrangements in Contemplation of Convertible Debt Issuance or Other Financing, which changed the accounting treatment of
the Company’s share lending arrangements. Under ASU 2009-15, the Company must recognize the value of share lending
arrangements as issuance cost at inception.

As of December 31, 2011 and 2010, respectively, 2,364,375 and 2,640,000, shares of our common stock were subject to
outstanding loans to the Share Borrower with a fair value of $3.0 million and $14.6 million. As of December 31, 2011 and
2010, respectively, the unamortized amount of issuance costs associated with the share lending agreement was $1.0 million and
$1.7 million. The Company recognized $0.8 million, $0.7 million and $0.6 million in interest expense relating to the
amortization of the Share Lending Agreement for the years ended December 31, 2011, 2010 and 2009, respectively.

NOTE C—NONCONTROLLING INTEREST

On November 1, 2009, GMX and its wholly owned subsidiary, Endeavor Pipeline, transferred mid-stream gas gathering,
compression and related equipment to a newly formed Endeavor Gathering and sold a 40% membership interest in Endeavor
Gathering to KME for $36.0 million. Endeavor Gathering provides firm capacity gathering services to the Company in our
Cotton Valley Sands and Haynesville/Bossier Shale horizontal developments in East Texas, and will also provide funding of
future gathering infrastructure needs to support the Company’s production growth. The results bf operations and financial
position of Endeavor Gathering are included in the consolidated financial statements of GMX. The portion of Endeavor
Gathering’s results of operations not attributable to GMX are recorded as noncontrolling interests.

Distributions to the members will be made on a monthly basis to the members and allocated 80% and 20% to the
noncontrolling interest and to GMX, respectively until the noncontrolling interest member Has received $36.0 million.
Subsequently, distributions will be allocated 40% and 60% to the noncontrolling interest member and GMX, respectively.
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The following table sets forth the effects of changes in GMX’s ownership interest in Endeavor Gathering on GMX’s
equity for the years ended December 31:

2011 2010 2009

. (in thousands)
Net loss applicable t0 GMX.......cccorververrveniriereneterineeesens e s esaesee s $ (211,837) $ (141,406) $ (181,260)
Transfers from the noncontrolling interest:
Increase in GMX paid-in capital for sale of 40% membership
interest in Endeavor Gathering ..........coeceeveevereereeeenrereeeeereresesseesenas $ — $ — 13,984
Change from net loss applicable to GMX and transfers from ‘
NONCONEIOLING INLETESE ......ovvuviiereiiciiittrccciete e cneeseneannaes $ (211,837) $ (141,406) $ (167,276)

NOTE D—PROPERTY AND EQUIPMENT AND ASSETS HELD FOR SALE

Major classes of property and equipment included the following at December 31:

December 31,
2011 2010
(in thousands)
Pipeline and related faCilities........ccoveeeeereeereeieeiecieer ettt Bttt ae e eneeenes $ 58,189 § 57,798
Machinery and QUIPIIENL .........ccceveeeerereereeetereeeteceeresteeesessesessessssesesessessesasessessnsesnesessennes 5,622 5,576
Buildings and leasehold improvement...........cooecieerienieiriecinierreere et eese s e sseneens 8,838 8,418
OffICE EQUIPIMENL ........ccvveeeererererrereeecteceeeeteetereeteresees et esestessesesssesessossssessonessessorsssesensasenssnsas 5,790 4,619
78,439 76,411 .
Less accumulated depreciation and amortization ............ccceveeveererereeerecreseereseereereseseeseseseenes (14,847) (9,455)
; 63,592 66,956
AT ..ottt e e et e e et enene e eeaene et eaeatte s aeaemeeaeanneantaasresantrenstrateasanesarees 2,266 2,081
$ 65,858 § - 69,037

In December 2010, the Company finalized a plan to dispose of three drilling rigs, four compressors, pipe and valves by
sale. The majority of these assets were disposed of throughout 2011 and the remaining assets held for sale as of December 31,
2011 consists of one compressor and valves. These assets will either be disposed of individually or as part of a disposal group,
depending on the purchaser’s interest. The accounting for these assets at the plan date was in accordance with ASC 360-10,
Property, Plant and Equipment. Under this guidance, the assets are carried on the balance sheet at their carrying value or fair
value less cost to sell, whichever is less. Subsequent increases in fair value less cost to sell will be recognized as a gain, but not
in excess of the cumulative loss previously recognized. In determining fair value for the drilling rigs, management used third
party appraisals. For all other assets, management performed internal estimates of the value of the assets based on verbal bids
gathered through their marketing efforts and other marketing information. Management also performed internal estimates on
the cost to sell the assets, which primarily consisted of commissions to sell the assets, and were estimated based on past
experience selling similar assets and verbal bids. As a result of determining fair value on the assets held for sale and changes in
selling cost estimates, an impairment loss was recorded for the year ended December 31, 2011 and 2010 on the assets held for
sale in the amount of $9.3 million and $10.9 million, respectively, which was included in the Impairment of Oil and Natural
Gas Properties and Assets Held for Sale in the Statements of Operations. As of December 31, 2011 and 2010, selling costs on
the remaining assets held for sale were estimated to be $0.1 million and $1.3 million, respectively.

NOTE E—DERIVATIVE ACTIVITIES

The Company is subject to price fluctuations for natural gas and crude oil. Prices received for natural gas and crude oil
sold on the spot market are volatile due to factors beyond the Company’s control. Reductions in crude oil and natural gas prices
could have a material adverse eft;ect on the Company’s financial position, results of operations, capital expenditures and
quantities of reserves recoverable on an economic basis. Any reduction in reserves, including reductions due to lower prices
can adversely affect the Company’s liquidity and ability to obtain capital for acquisition and development activities.

To mitigate a portion of its exposu:re to fluctuations in commodity prices, the Company enters into financial price risk
management activities with respect to a portion of projected crude oil and natural gas production through financial price swaps,
collars, and put spreads (collectlvely “derivatives™). Additionally, the Company uses basis protection swaps to reduce basis
risk. Basis is the difference between the physical commodity being hedged and the price of the futures contract used for
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hedging. Basis risk is the risk that an adverse change in the futures market will not be completely offset by an equal and
opposite change in the cash price of the commodity being hedged. Basis risk exists in natural gas due to the geographic price
differentials between a given cash market location and the futures contract delivery locations. Settlement or expiration of the
hedges is designed to coincide as closely as possible with the physical sale of the commodity being hedged—daily for oil and
monthly for natural gas—to obtain reasonable assurance that a gain in the cash sale will offset the loss on the hedge and vice
versa.

The Company’s derivative financial instruments potentially consist of price swaps, collars, put spreads and basis swaps. A
description of these types of instruments is provided below:

Fixed price swaps The Company receives a fixed price and pays a variable price to the contract counterparty. The fixed-
price payment and the floating price payment are netted, resulting in a net amount due to or from the
counterparty.

Costless collars The instrument contains a fixed floor price (long put option) and ceiling price (short call option),

where the purchase price of the put option equals the sales price of the call option. At settlement, if
the market price exceeds the ceiling price, the Company pays the difference between the market
price and the ceiling price. If the market price is less than the fixed floor price, the Company receives
the difference between the fixed floor price and the market price. If the market price is between the
ceiling and the fixed floor price, no payments are due from either party.

Three-way collars A three-way collar contract consists of a standard collar contract plus a put sold by the Company
with a price below the floor price of the collar. This additional put requires us to make a payment to
the counterparty if the settlement price for any settlement period is below the put price. Combining
the collar contract with the additional put results in the Company being entitled to a net payment
equal to the difference between the floor price of the standard collar and the additional put price if
the settlement price is equal to or less than the additional put price. If the settlement price is greater
than the additional put price, the result is the same as it would have been with a standard collar
contract only. Therefore, if market prices are below the additional put option, the Company would be
entitled to receive the market price plus the difference between the additional put option and the
floor. This strategy enables the Company to increase the floor and the ceiling price of the collar
beyond the range of a traditional costless collar while defraying the associated cost with the sale of
the additional put.

Put spreads A put spread is the same as a three-way collar without the ceiling price (short call option). Therefore,
if market prices are below the additional put option, the Company would be entitled to receive the
market price plus the difference between the additional put option and the floor.

Basis swaps Natural gas basis protection swaps are arrangements that guarantee a price differential between
NYMEX natural gas futures and Houston Ship Channel or Mainline (Columbia Gulf), which is a
close proximity for the Company’s primary market hubs. The Company receives a payment from the
counterparty if the price differential is less than the stated terms of the contract and pays the
counterparty if the price differential is greater than the stated terms of the contract.

The Company utilizes counterparties that the Company believes are credit-worthy entities at the time the transactions are
entered into. The Company closely monitors the credit ratings of these counterparties. Additionally, the Company performs
both quantitative and qualitative assessments of these counterparties based on their credit ratings and credit default swap rates
where applicable. However, the recent events in the financial markets demonstrate there can be no assurance that a counterparty
financial institution will be able to meet its obligations to the Company.

None of the Company’s derivative instruments contain credit-risk-related contingent features. Additionally, the Company
has not incurred any credit-related losses associated with derivative activities and believes that its counterparties will continue
to be able to meet their obligations under these transactions.

ASC 815, Derivatives and Hedging requires all derivative instruments to be recognized at tfair value in the balance sheet.
Fair value is generally determined based on the difference between the fixed contract price and the underlying estimated market
price at the determination date. Derivative instruments with the same counterparty are presented on a net basis where the legal
right of offset exists. :

In December 2011, the Company settled its entire hedge portfolio and received $18.5 million, net of the $0.2 million paid
to settle the oil hedges and $8.5 million paid on the deferred hedge premiums. In addition, $0.2 million in deferred costs
related to unamortized accretion were recorded to expense. Under ASC 815-30-40, the Company is required to recognize the
balance of the cumulative gain, recorded in accumulated other comprehensive income in the previous periods, over the life of
the remaining contractual life of the original hedged transaction. As of December 31, 2011, the balance of the Company's
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cumulative gain, net of taxes, recorded in accumulated other comprehensive income in previous periods was $14.0 million, of
which $7.4 million will be recognized into earnings through December 31, 2012, with the remainder recognized in 2013.

The following is a summary of the asset and liability fair values of the Company’s derivative contracts:

Asset Fair Value Liability Fair Value Net Derivative Fair Value
Balance Sheet December 31, December 31, December 31, December 31, December 31, December 31,
Location 2011 2010 2011 2010 2011 2010
(in thousands) (in thousands) (in thousands)
Derivatives
designated as
Hedging
Instruments under
ASC 815 '
Natural gas.... Current
derivative asset $ — $ 23,187 $ — 8§ 2963 §$ — $§ 20224
Natural gas  Current
basis.....ceen. derivative asset — — — 566 — (566)
Natural gas.... Derivative
instruments —
non-current asset — 20,503 — 2,897 — 17,606
Nat}lral gas  Derivative
basis.............. instruments —
non-current asset — — — 122 — (122)
$ — $ 43690 $ — $ 6,548 $ — $ 37,142
Derivatives not
designated as
Hedging
Instruments under
ASC 815
Natural gas.... Current
derivative asset $ — 3 — 3 — 3 — 3 — 3 —
Crude oil....... Current
derivative asset — — — 172 — (172)
Natural gas.... Derivative
instruments —
non-current asset — — —_ — — —
Crude oil....... Derivative
instruments —
non-current asset — —_ — —_ — —
$ — 3 — $ — $ 172 $ — 3 (172)
Net
derivative
fair value....... $ — $ 36,970

All of the above natural gas contracts are settled against NYMEX and all oil contracts are settled against NYMEX Light
Sweet Crude. The NYMEX and NYMEX Light Sweet Crude have historically had a high degree of correlation with the actual
prices received by the Company.

Effects of derivative instruments on the Consolidated Statement of Operations

For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss
on the derivative is reported as a component of other comprehensive income ("OCI") and reclassified into earnings in the same
period or periods during which the hedged transaction affects earnings. Gains and losses on the derivative representing either
hedge ineffectiveness or hedge components excluded from the assessment of effectiveness are recognized in current earnings.

The following is a summary of the results of the derivative contacts on other comprehensive income and the consolidated

statements of operations.
\



Natural Gas Derivatives

Qualifying as Hedges
For the Year Ended
December 31,
Location of
Description Amounts 2011 2010 2009
(in thousands)
Amount of Gain (Loss) Recognized in OCI on Derivative (Effective
POTLION) .....c.veuieeieeeiieeeie sttt seereeressess et e st essessersesaesssnenessensessessensassnens OCI 16,924 33,858 20,911
Amount of Gain Reclassified from Accumulated OCI into Income  Oil and Gas
(Effective POTHION) ....cccovieeieeiireeiesiesteieietesresesa et sse s esse s e eneenes Sales 18,740 23,585 28,546
Amount of Gain (Loss) Recognized in Income on Derivative
(Ineffective Portion and Amount Excluded from Effectiveness Oil and Gas
TESHINE)...oecveierieererreneeee et et rtee e st st et e st e sesaenaessdesestassesbesaerasaesanesness Sales 114 (1,280) 1,018
Crude Oil Derivatives
Qualifying as Hedges
For the Year Ended
December 31,
Location of
Description . Amounts 2011 2010 2009
(in thousands)
Amount of Gain (Loss) Recognized in OCI on Derivative (Effective
POTLION) .....c.oouieriteientetee st etet et se ettt sbe et et srsaeae st s reseesnensens OCI — — (437)
Amount of Gain Reclassified from Accumulated OCI into Income  Qil and Gas
(EffeCtive POTION) .....c.coetetiieiisecece et sae e ese e s eesee s seaneseens Sales — — 2,305
Amount of Gain (Loss) Recognized in Income on Derivative
(Ineffective Portion and Amount Excluded from Effectiveness Oil and Gas
TSN ....ceeuerireeriireeteereete e rrris e ssesebeetssese et sa e e se e ne e senneneanes Sales — — —

For derivative instruments that do not qualify as hedges pursuant to ASC 815, changes in the fair value of these
derivatives that occur prior to their maturity (i.e., temporary fluctuations in value) are recognized in current earnings. A
summary of the effect of the derivatives not qualifying for hedges is as follows:

Amount of
Location of Gain (Loss) R(e;g.zlgllsiLz:f]S%n
Recognized in Income on Income on
Derivative Derivative
For the Year Ended December 31,
2011 2010 2009
Realized
Natural gas........coceeveeee. Oil and Gas Sales . $ — $ 23) $ 5,920
Crude Oil ...oovuvereneee. 0Oil and Gas Sales 44) — -
Natural gas......ccceevveeen. Gain (loss) on derivatives 3,599 — —
Crude Oil ....ooevencennnenn. Gain (loss) on derivatives 13 — —
Unrealized
Natural gas.......cceeeenenene Gain (loss) on derivatives — : 21 (2,100)
Natural gas basis........... Gain (loss) on derivatives — — (270)
Crude Oil ... Gain (loss) on derivatives — ! 99 —
$ 3,568 §. (145) $ 3,550

The valuation of our derivative instruments are based on industry standard models that primarily rely on market
observable inputs. Substantially all of the assumptions for industry standard models are obsefvable in active markets
throughout the full term of the instrument. The Company categorizes these measurements as/ Level 2. The following table sets
forth by level within the fair value hierarchy our derivative instruments, which are our only financial assets and liabilities that
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were accounted for at fair value on a recurring basis, as of December 31, 2011 and 2010:

As of December 31, 2011: As of December 31, 2010:

Quoted Significant Quoted Significant

Prices in Other Significant Prices in Other Significant
Active Observable Unobservable Active Observable Unobservable

Markets Inputs Inputs Markets Inputs Inputs

(Level 1) (Level 2) (Level 3) (Level 1) (Level 2) (Level 3)

(in thousands)
Financial assets:

Natural gas derivative

INStrUmMents......cccevveeeveennen. $ — 3 — 3 — 3 — 3 37,142 § —
Crude oil derivative ‘
INStrUMENtS. .....evreeererernene $ — 3 — 3 — 3 — $ 172) $ —

NOTE F—LONG-TERM DEBT

The table below presents the carrying amounts and approximate fair values of our debt obligations. The carrying amounts
of our revolving bank credit facility borrowings approximate their fair values due to the short-term nature and frequent
repricing of these obligations. The approximate fair values of our convertible debt securities are determined based on market
quotes from independent third party brokers as they are actively traded in an established market.

December 31,
2011 2010
Carrying Amount Fair Value Carrying Amount Fair Value

(in thousands)
Revolving bank credit facility ........ccceevvvvrerererererererennns $ — 3 — 3 92,000 $ 92,000
5.00% Senior Convertible Notes due February 2013.. 70,757 46,560 116,365 105,258
4.50% Senior Convertible Notes due May 2015......... 77,457 41,400 75,238 63,825
11.375% Senior Notes due February 2019.................. 1,912 1,300 — —
Senior Secured Notes due December 2017 ................. 275,411 283,475 _— —
Joint venture financing™ ............coccooeeveeeveereeernnn 1,294 1,294 1,366 1,366
Total ..o $ 426,831 $ 374,029 §$ 284,969 $ 262,449

(1) Non-recourse, no interest rate

Maturities of Long-Term Debt ,
Maturities of long-term debt as of December 31, 2011 are as follows:

Year Amount
(in thousands)

2002 ettt te e re et et et e e te e e e e e e b e e s e e a e et e et e st et aanteeasae et aa s eesaestaens e st e st erseasteaseeareeseestentaenseennsann $ 26
D013 oo e s ee e e et e e et sttt et s s s e e e s seeeeeeser e eeerene s eer e essaeeeresesneene 72,801
OT4 ettt et e ettt e e et e e ae s e e s e et e et e et e et e st et e e aaaasaaaraearaensae b eartaassestensserbeanaearsessesaaesaeesaeanreans 44
2005 ettt e et e st e e beeae et e are et e e te et e st e te e taaasaeasataarte st e asabs et eara e st arstanbeertestensanraensteanen 86,287
20T6 .eeoereeeeeeteeeeeet ettt ee e et et e s e et et e e et e ast e st et e e b easba b e e ntaentaatasteanteanbeasseaseeasearbeess e seanseesaeesnesteanaates 33
1TSS (7 £ 2 O RSO USRS 286,548

ERIENEE

Revolving Bank Credit Facility

On December 12, 2011, the Company fully repaid the outstanding balance on our secured revolving bank credit facility of
$39.1 million and terminated the bank credit facility in connection with the closing of the VPP transaction. There were no
amounts outstanding under any revolving credit facilities as of December 31, 2011. On the date of termination, the Company
had $1.6 million in unamortized debt issue costs, which was expensed and included in gain (loss) on extinguishment of debt.
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5.00% Convertible Senior Notes

In February 2008, the Company compieted a $125 million private placement of 5.00% convertible senior notes due 2013
(“5.00% Convertible Notes”). In connection with such offering, we agreed to loan up to 3,846,150 shares of our common stock
to an affiliate of Jefferies & Company, Inc. to facilitate hedging transactions by purchasers of the notes.

As of December 31, 2011 and 2010, unamortized debt issue costs were approximately $0. 6 million and $1.9 million,
respectively.

On December 21 and December 22, 2010, the Company entered into two separate agreements with a third party to retire
$2.25 million of the 5.00% Convertible Notes for a combined total of 380,250 shares of the Company’s common stock and
$45,660 in cash. The cash consideration satisfied unpaid and accrued interest on the 5.00% Convertible Notes.

On January 28, 2011, the Company announced the commencement of a tender offer for up to $50 million aggregate
principal amount of the outstanding 5.00% convertible notes. The tender offer expired March 11, 2011 and the Company retired
$50 million aggregate principal amount of the 5.00% convertible notes. This transaction was accounted for under ASC
470-20-40. Under this guidance, the consideration transferred was allocated to the extinguishment of the liability and
reacquisition of the original equity component resulting in a gain on extinguishment of debt of $2.1 million and a charge to
additional-paid-in-capital of $5.2 million.

As a result of the adoption of the new authoritative accounting guidance under ASC 470-20 as of January 1, 2009 and its
retrospective application, the Company recorded a debt discount of $14.3 million, which represented the fair value of the equity-
conversion feature, and recorded a corresponding increase in additional paid-in capital (“APIC”), net of deferred taxes. In
addition, the transaction costs incurred directly related to the issuance of the 5.00% Convertible Notes were allocated
proportionately to the equity conversion feature and recorded as APIC. The equity component is not subsequently re-valued as
long as it continues to qualify for equity treatment.

The debt discount is amortized as additional non-cash interest expense over the expected term of the 5.00% Convertible
Notes through February 2013. As of December 31, the net carrying amount was as follows (amounts in the thousands):

: 2011 2010
Principal MOUNL.......ccvcviiieiererieireeteeice et eseerts s et sseessesse s e ressssaseseoseossaressnenssrssssones e $ 72,750 $ 122,750
Unamortized debt dISCOUNL ............co.eeveuievieieeeeeeceieeeer et eeee s sneeee e aeeeneeeesaeseenenen (1,993) (6,385)
CaITYING AINOUNL ......oieie ettt scete st seest e e st se e e s stesastesms et esserssssessensnessasassossssessesens $ 70,757 $ 116,365

The 5.00% Convertible Notes bear interest at a rate of 5.00% per year, payable semiannually in arrears on February 1 and
August 1 of each year, which began August 1, 2008. As a result of the amortization of the debt discount through non-cash
interest expense, the effective interest rate on the 5.00% Convertible Notes is 6.57% per annum. The amount of the cash
interest expense recognized with respect to the 5.00% contractual interest coupon for the years ended December 31, 2011 and
2010 was $4.2 million and $6.2 million, respectively. The amount of non-cash interest expense for the years ended
December 31, 2011 and 2010 related to the amortization of the debt discount and amortization of the transaction costs was $2.6
million and $3.7 million, respectively. As of December 31, 2011, the unamortized discount is expected to be amortized into
earnings over 1.1 years. The carrying value of the equity component of the 5.00% Convertible Notes was $9.2 million as of
December 31, 2011.

Holders may convert their 5.00% Convertible Notes at their option prior to the close of business on the business day
immediately preceding November 1, 2012 only under the following circumstances:

*  during any fiscal quarter commencing after March 31, 2008 if the last reported sale price of the common stock for
at least 20 trading days during a period of 30 consecutive trading days ending on the last trading day of the
preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each such trading
day;

*  during the five business-day period after any five consecutive trading-day period in which the trading price for
each day of that measurement period was less than 98% of the last reported sale price of our common stock and
the applicable conversion rate on each such day; or

+ the occurrence of certain sales of assets, distributions or changes to distribution rights to common stockholders,
mergers and consolidations, changes in management, or our common stock ceasds to be listed on a United States
national or regional securities exchange, among other things. . /

i
On and after November 1, 2012 until the close of business on the business day immediately preceding the maturity date,
holders may convert their 5.00% Convertible Notes at any time, regardless of the foregoing ¢ircumstances.
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Upon conversion, the Company will satisfy its conversion obligation by paying and delivering cash for the lesser of the
principal amount or the conversion value, and, if the conversion value is in excess of the principal amount, by paying or
delivering, at its option, cash and/or shares of its common stock for such excess. The conversion value is a daily value
calculated on a proportionate basis for each day of a 60 trading-day observation period. The conversion rate is initially 30.7692
shares of the Company’s common stock per $1,000 principal amount of notes (equivalent to a conversion price of
approximately $32.50 per share of common stock). The conversion rate is subject to adjustment in some events but will not be
adjusted for accrued interest. In addition, following any fundamental change that occurs prior to the maturity date, we will
increase the conversion rate for a holder who elects to convert its 5.00% Convertible Notes in connection with such a
fundamental change in certain circumstances. The increase in the conversion rate is determined based on a formula that takes
into consideration our stock price at the time of the fundamental change (ranging from $25.00 to $150.00 per share) and the
remaining time to maturity of the notes. The increase in the conversion rate ranges from 0% to 30% increasing as the stock
price at the time of the fundamental change increases from $25.00 and declines as the remaining time to maturity of the notes
decreases.

We may not redeem the 5.00% Convertible Notes prior to maturity. However, if we undergo a fundamental change,
holders may require us to repurchase the 5.00% Convertible Notes in whole or in part for cash at a price equal to 100% of the
principal amount of the 5.00% Convertible Notes to be repurchased plus any accrued and unpaid interest (including additional
interest, if any) to, but excluding, the fundamental change repurchase date.

The 5.00% Convertible Notes are senior, unsecured obligations of the Company and rank equally in right of payment to
all of our senior unsecured debt and our existing 4.50% Convertible Notes, and are senior in right of payment to our debt that is
expressly subordinated to the 5.00% Convertible Notes, if any. The 5.00% Convertible Notes are structurally subordinated to
all debt and other liabilities and commitments of our subsidiaries, including our subsidiaries' guarantees of our indebtedness
under our Senior Secured Notes, and are effectively junior to our secured debt to the extent of the assets securing such debt.

4.50% Convertible Senior Notes

In October 2009, the Company completed a $86.3 million private placement of 4.50% convertible senior notes due 2015
(“4.50% Convertible Notes”). The proceeds of the offering were used to repay the Senior Subordinated Secured Notes due
2012 and a portion of the outstanding indebtedness under the revolving bank credit facility. The Company recorded a debt
discount of $13.4 million, which represented the fair value of the equity conversion feature, and recorded a corresponding
increase in APIC, net of deferred taxes. In addition, the transaction costs incurred directly related to the issuance of the 4.50%
Convertible Notes were allocated proportionately to the equity conversion feature and recorded as APIC. The equity component
is not subsequently re-valued as long as it continues to qualify for equity treatment. As of December 31, 2011, the net carrying
amount was as follows (amounts in thousands): '

2011 2010
Principal MOUNL........coociiiiiiii ittt et e b $ 86,250 $ 86,250
Unamortized debt diSCOUNL ..ottt s (8,793) (11,012)
CAITYING AIMOUNL «....evvenancieteieirieeee e reres st st ese bt sb et ba e e be et et b s st b bbb r st arenesasas $ 77,457 $ 75,238

As of December 31, 2011 and 2010, unamortized debt issue costs were approximately $2.4 million and $2.9 million,
respectively.

The 4.50% Convertible Notes bear interest at a rate of 4.50% per year, payable semiannually in arrears on November 1
and May 1 of each year, beginning May 1, 2010. As a result of the amortization of the debt discount through non-cash interest
expense, the effective interest rate on the 4.50% Convertible Notes is 9.09% per annum. The amount of the cash interest
expense recognized with respect to the 4.50% contractual interest coupon for the year ended December 31, 2011 was $3.9
million. The amount of non-cash interest expense for the year ended December 31, 2011 related to the amortization of the debt
discount and amortization of the transaction costs was $2.8 million. As of December 31, 2011, the unamortized discount is
expected to be amortized into earnings over 3.3 years. The carrying value of the equity component of the 4.50% Convertible
Notes was $8.4 million as of December 31, 2011.

The 4.50% Convertible Notes mature on May 1, 2015, unless earlier converted or repurchased by us. Holders fnay
convert their notes prior to the clgse of business on the business day immediately preceding February 1, 2015, only under the
following circumstances:

+  during any fiscal quarter commencing after January 1, 2010, if the last reported sale price of our common stock
for at least 20 trading\‘days during a period of 30 consecutive trading days ending on the last trading day of the
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preceding fiscal quarter is greater than or equal to 130% of the applicable conversion price on each such trading
day;

»  during the five business-day period after any five consecutive trading-day period in which the trading price per
$1,000 principal amount of 4.50% Convertible Notes for each day of such five consecutive trading-day period
was less than 98% of the product of the last reported sale price of our common stock and the applicable
conversion rate on each such day;

« upon the occurrence of a corporate event pursuant to which: (1) we issue rights to all or substantially all of the
holders of our common stock entitling them to purchase, for a period of not more than 60 calendar days after the
announcement date of such issuance to subscribe for or purchase, shares of our common stock at a price per share
less than the average of the last reported sale prices of our common stock for the 10 consecutive trading day
period ending on the trading day immediately preceding the date of announcement of such issuance; (2) we
distribute to all or substantially all of the holders of our common stock our assets, debt securities or rights to
purchase our securities, if the distribution has a per share value in excess of 10% of the last reported sale price for
our common stock on the trading day immediately preceding the date of announcement of such distribution; or
(3) we are a party to a consolidation, merger, binding share exchange, or transfer or lease of all or substantially all
of our assets, pursuant to which our common stock would be converted into cash, securities or other assets;

« if: (1) a “person” or “group” within the meaning of Section 13(d) of the Exchange Act acquires more than 50% of
our outstanding voting stock, (2) we consummate a recapitalization, reclassification or change of our common
stock as a result of which our common stock would be converted into or exchanged for stock, other securities,
other property or assets, less than 90% of which received by our common shareholders consists of publicly traded
securities, (3) we consummate a share exchange, consolidation or merger pursuant to which our common stock
will be converted into cash, securities or other property, (4) we consummate any sale, lease or other transfer in
one transaction or a series of transactions of all or substantially all of our and our subsidiaries’ consolidated assets
to any person other than one of our subsidiaries, (5) continuing directors cease to constitute at least a majority of
our board of directors, (6) our shareholders approve any plan or proposal for our liquidation or dissolution, or
(7) our common stock ceases to be listed on any of The New York Stock Exchange, The NASDAQ Global Select
Market or The NASDAQ Global Market; or

+ if we call the 4.50% Convertible Notes for redemption, at any time prior to the close of business on the business
day prior to the redemption date (any of the events described in the fourth and fifth bullets above, a “make-whole
fundamental change™).

On and after February 1, 2015 until the close of business on the business day immediately preceding the maturity date,
holders may convert their 4.50% Convertible Notes, in multiples of $1,000 principal amount, at the option of the holder
regardless of the foregoing circumstances.

Upon conversion, we will satisfy our conversion obligation by paying or delivering cash, shares of our common stock or
a combination of cash and shares of our common stock, at our election. The conversion rate is initially 53.3333 shares of our
common stock per $1,000 principal amount of 4.50% Convertible Notes (equivalent to a conversion price of approximately
$18.75 per share of our common stock). The conversion rate is subject to adjustment in some events but will not be adjusted for
accrued and unpaid interest. In addition, following any make-whole fundamental change that occurs prior to the maturity date,
we will increase the conversion rate for a holder who elects to convert its 4.50% Convertible Notes in connection with such a
make-whole fundamental change in certain circumstances. The increase in the conversion rate is determined based on a formula
that takes into consideration our stock price at the time of the make-whole fundamental change (ranging from $15.00 to
$100.00 per share) and the remaining time to maturity of the 4.50% Convertible Notes. The increase in the conversion rate
declines from a high of 25.0% to 0.0% as the stock price at the time of the make-whole fundamental change increases from
$15.00 and the remaining time to maturity of the 4.50% Convertible Notes decreases.

On or after November 1, 2012, and prior to the maturity date, we may redeem for cash all, but not less than all, of the
4.50% Convertible Notes if the last reported sales price of our common stock equals or exceeds 130%
of the conversion price then in effect for 20 or more trading days in a period of 30 consecutive trading days ending on the
trading day immediately prior to the date of the redemption notice. The redemption price will equal 100% of the principal
amount of the 4.50% Convertible Notes to be redeemed, plus any accrued and unpaid interest, inéluding any additional interest,
to, but excluding, the redemption date. To the extent a holder converts its 4.50% Convertible Notes in connection with our
redemption notice, we will increase the conversion rate as described in the preceding paragraph.

with our senior unsecured debt and our existing 5.00% Convertible Notes, and are senior in right of payment to our debt that is
expressly subordinated to the 4.50% Convertible Notes, if any. The 4.50% Convertible Notes are structurally subordinated to
all debt and other liabilities and commitments of our subsidiaries, including our subsidiaries’ guarantees of our indebtedness
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under our Senior Secured Notes, and are effectively junior to our secured debt to the extent of the assets securing such debt.

11.375% Senior Notes

On February 9, 2011, the Company successfully completed the issuance and sale of $200 million aggregate prlnClpal
amount of 11.375% Senior Notes due 2019 (the “11.375% Senior Notes™). The 11.375% Senior Notes are jointly and severally,
and unconditionally, guaranteed (the “guarantees”) on a senior unsecured basis initially by two of our wholly-owned
subsidiaries, and all of our future subsidiaries other than immaterial subsidiaries (such guarantors, the “Guarantors”). The
11.375% Senjor Notes and the guarantees were issued pursuant to an indenture dated as of February 9, 2011 (the “11.375%
Senior Notes Indenture™), by and among the Company, the Guarantors party thereto and The Bank of New York Mellon Trust
Company, N.A., a national banking association, as trustee (the “Trustee”).

In December 2011, the Company entered into an exchange transaction related to the new Senior Secured Notes
mentioned below. Approximately $198 million of the 11.375% Senior Notes were exchanged to new Senior Secured Notes. As
a result of this transaction, the Company recognized a net gain of $6.7 million, included in gain (loss) on extinguishment of
debt presented in the statements of operations. As of December 31, 2011, the net carrying amount of the 11.375% Senior Notes
was as follows (amounts in thousands):

2011
Principal AIMOUDNLE ........c.coviiiniiiiiciictt ettt et sas s e b ettt $ 1,970
Unamortized debt diSCOUNLE .........ccouvimiririiiiiein s e s (58)
CAaITYING AINMOUDNLE «..c.vvvteiniiieternctcrei bt b st bt e b bbb e Rbbsbsbssbes $ 1,912

As of December 31, 2011, unamortized debt issue costs were approximately $68,000.

The 11.375% Senior Notes bear interest at a rate of 11.375% per year, payable semiannually in arrears on February 15
and August 15 of each year, beginning August 15, 2011. As a result of the amortization of the debt discount through non-cash
interest expense, the effective interest rate on the 11.375% Senior Notes is 12.94% per annum. The amount of the cash interest
expense recognized with respect to the 11.375% contractual interest coupon for the year ended December 31, 2011 was $19.6
million. The amount of non-cash interest expense for the year ended December 31, 2011 related to the amortization of the debt
discount and transaction costs was $1.2 million. As of December 31, 2011, the unamortized discount is expected to be
amortized into earnings over 7.1 years.

The covenants were removed as part of the issuance of the Senior Secured Notes due 2017.

Senior Secured Notes

On December 19, 2011, the Company executed an indenture (the “Senior Secured Notes Indenture”), dated as of
December 19, 2011, among the Company, the guarantors party thereto and U.S. Bank National Association, as trustee. On
December 19, 2011, the Company issued $283,475,000 aggregate principal amount of Senior Secured Notes due 2017 (the
“Senior Secured Notes”) pursuant to the Senior Secured Notes Indenture. The Senior Secured Notes are fully and
unconditionally guaranteed (the “Guarantees”), jointly and severally, on a senior secured basis by each of the Company’s
existing and future domestic restricted subsidiaries (the “Guarantors”). All of the Company’s existing subsidiaries other than
Endeavor Gathering, LLC are domestic restricted subsidiaries and Guarantors.

As of December 31, 2011, the net carrying amount of the Senior Secured Notes was as follows (amounts in thousands):

. 2011
PLINCIPAL AINOUIL «....covvviiiniieritee ettt b bbb bbb s $ 283475
Unamortized debt dISCOUML i....c.oceviiiiiuiciiri ittt bt (8,064)
CAITYINZ BIMOUNL ...evivaceivesbiriaiieness et et aet et s st e s s e se b e s s e s b e s s et e bbb S E s bbb RS a s e bt bt b st $ 275411

As of December 31, 2011, unamortized debt issue costs were approximately $6.1 million which is included in other .
assets on the balance sheet.

Under the terms of the Senior Secured Notes Indenture, interest on the Senior Secured Notes will:
\

« accrue from the date of issuance of the Senior Secured Notes or, if interest has aiready been paid, from the
most recent interest payment date;
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» unless the Company elects to pay a portion of the interest in the form of additional notes (a “PIK Election”)
with respect to an interest period, accrue for such interest period at the rate of 11.0% per annum, payable in
cash, in arrears;

»  if the Company makes a PIK Election with respect to an interest period, accrue for such interest period at the
rate of 13.0% per annum in the aggregate, of which (i) 9.0% per annum shall be payable in cash, in arrears,
and (ii) 4.0% per annum shall be payable in the form of additional notes (in minimum denominations of
$1,000 and integral multiples thereof, with any fractional additional notes being paid in cash), in arrears;

*  be payable on each June 1 and December 1, commencing June 1, 2012, to holders of record of the Senior
Secured Notes as of the May 15 and November 15 immediately preceding the relevant interest payment date;
and

*  be computed on the basis of a 360-day year comprised of twelve 30-day months.

The Senior Secured Notes will mature on December 1, 2017. The Senior Secured Notes will be secured by first-priority
perfected liens on substantially all right, title and interest in or to substantially all of the assets and properties owned or
acquired by the Company and the Guarantors (the “Collateral”) The Collateral obligations are governed by, among other
security documents, the Security Agreements.

The Senior Secured Notes are senior obligations of the Company and are secured by a first-priority perfected note lien on
the Collateral (subject to certain permitted liens). The Senior Secured Notes rank senior in right of payment to all existing and
future obligations of the Company that are expressly subordinated in right of payment to the Senior Secured Notes. The Senior
Secured Notes rank pari passu to all unsubordinated obligations of the Company (though they will be effectively senior to any
such obligations to the extent of the value of the collateral securing the obligations under the Senior Secured Notes). The Senior
Secured Notes are effectively subordinated to all obligations of the Company that are subject to certain permitted liens
(including, without limitation, certain letter of credit facilities and hedging obligations) ranking higher than the Senior Secured
Notes to the extent of the value of the collateral securing such obligations or that are subject to a permitted lien that causes the
assets subject to such lien to be excluded from the collateral. The Senior Secured Notes are also effectively subordinated to all
obligations of any of Subsidiaries of the Company that do not guarantee the Senior Secured Notes.

The Senior Secured Notes Indenture restricts, among other things, the Company’s and its restricted subsidiaries’ ability
to: '

* incur or guarantee additional indebtedness or issue certain preferred stock;
* pay dividends or make other distributions;
* issue capital stock of our restricted subsidiaries;
* transfer or sell assets, including the capital stock of our restricted subsidiaries;
* make certain investments or acquisitions;
* grant liens on our assets;
* incur dividend or other payment restrictions affecting our restricted subsidiaries;
* enter into certain transactions with affiliates; and
* merge, consolidate or transfer all or substantially all of our assets.
The covenants are subject to importaht exceptions and qualifications.

If an event of default on the Senior Secured Notes has occurred and is continuing, the aggregate principal amount of the
Senior Secured Notes, plus any accrued and unpaid interest and redemption premium, may be declared immediately due and
payable at the trustee’s discretion or upon request of at least 25% in principal amount of the outstanding Senior Secured Notes.
These amounts automatically become due and payable upon the occurrence of certain bankruptcy events.

The Company may redeem any of the Senior Secured Notes, in whole or in part, at apy time on or after December 1,
2014. Upon any such optional redemption, the Company will pay a redemption price equal to the following redemption prices
(expressed as a percentage of principal amount of the Senior Secured Notes), plus accrued and unpaid interest on the Senior
Secured Notes, if any, to, but not including, the applicable redemption date (subject to the right of holders of record on the

1
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relevant record date to receive interest due on the relevant interest payment date), if redeemed during the twelve-month period
beginning on December 1 of the years indicated below:

Year Percentage
D01 ses e eseees e e oo s s 105.500 %
2015 oo s s 102.750 %

2016 ANA thETEATLET ... eeeeeeereeeeseeriteeesrrerreessrreesreesssssesaresssesesnessbassseeesansssnessssnessnas 100.000 %

The Company will give not less than 30 nor more than 60 days notice of any such redemption.

At any time prior to December 1, 2014 the Company may, at its option, on any one or more occasions redeem up to 35%
of the aggregate principal amount of the Senior Secured Notes (including Additional Notes but without duplication for
exchange notes) originally issued under the Senior Secured Notes Indenture with the net cash proceeds of one or more equity
offerings at a redemption price of 111.0% of the aggregate principal amount thereof, plus accrued and unpaid interest, if any,
additional interest, if any, to, but not including, the redemption date (subject to the right of holders of record on the relevant
record date. to receive interest due on the relevant interest payment date); provided that (1) at least 65% of the original principal
amount of the Senior Secured Notes originally issued under the Senior Secured Notes Indenture (including Additional Notes
but without duplication for exchange notes) remains outstanding after each such redemption; and (2) the redemption occurs
within 90 days after the closing of the related Equity Offering.

In addition, the Senior Secured Notes may be redeemed, in whole or in part, at any time prior to December 1, 2014 at the
option of the Company upon not less than 30 nor more than 60 days’ prior notice mailed by first-class mail to each holder of
Notes at its registered address, at a redemption price equal to 100% of the principal amount of the Notes redeemed, plus an
“Applicable Premium” as of, and accrued and unpaid interest to, but not including, the applicable redemption date (subject to
the right of holders of record on the relevant record date to receive interest due on the relevant interest payment date).

If a Change of Control (as defined in the Senior Secured Notes Indenture) occurs, we must offer to repurchase the Senior
Secured Notes at 101% of their principal amount, plus accrued and unpaid interest.

In addition, in connection with certain Asset Dispositions (as defined in the Senior Secured Notes Indenture), we must
offer to repurchase the Senior Secured Notes with the proceeds of such Asset Dispositions within 30 days.

Joint Venture Financing

In 2004, we entered into an arrangement with PVOG to purchase dollar denominated production payments from the
Company on certain wells drilled during a portion of 2004. Under this agreement, PVOG provided $2.8 million in funding for
our share of costs of four wells drilled which is repayable solely from 75% of GMX’s share of production revenues from these
wells without interest.

NOTE G—ASSET RETIREMENT OBLIGATIONS

The activity incurred in the asset retirement obligation is as follows:

2011 2010
(in thousands)

Beginming DAAICE ..........corirvrieiieiieiessinis s e $ 7278 $ 6,789

Liabilities INCUITEM. ....coueevvierierieriereresseeterasreseseeeneresesessnenesssesreorasssansesarssassessessessaanees 119 269
LAQDILIEIES SEEICAvvererveeeeeeeeeeeeeeeeeeeeeeesseeeseereessesssssseesssssessasensssssessebessesssesasessenene (407) (467)

A CCTEHION. 1. e eveerereeeeiraeeeeteseeseessesseessebasseaseasnesaensestaesesanastosnesaneresba e s assasbasaeasesesaeasnanees 436 412

REVISIONS. ..vereereererevsermnreesene et A AR R 300 275

Ending balance™................. AR 7,726 7,278

Less current portion(l) .......... et e e s e r et s 360 406

) $ 7,366 $ 6,872

m The Company’s liability for asset retirement obligations is included in other liabilities in the consolidated balance

sheets, net of the current obﬁ\gations. The current portion is included in accrued expenses in the consolidated balance

sheets.

\

\
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NOTE H—INCOME TAXES

Income tax expense (benefit) consists of the following for the years ended Deéember 31:

2009

2011 2010 (as adjusted)
. (in thousands) )
Current tax expense (DENEfit).........oevvereerererreveeriiiiveriieeresieseseeeesseeesennes $ — 3 (30) $ (33)
Deferred tax expense (benefit)..........coceeverrveererenieniercenninreninnesesesesessenns 615 (4,209) —
$ 615 $ (4,239) § (33)

Total income tax expense (benefit) differed from the amounts computed by applying the U.S. federal tax rate to earnings
before income taxes as a result of the following for the years ended December 31: ’

2011 2010 2009

(in thousands)
ULS. Statutory taX Fate.......oeererernurreverisriesersisenereeaesnsseesisesssseressssnssenases 34 % 34 % 34 %
Statutory dEPIEtIOn ......c.ooveviiiiereririerictc sttt te s s eeeseanes — % 3% — %
Change in valuation allowance ............ccoveruviererervinsrenececreeierecre e (33)% BN% 33)%
OMRET ..ottt et st b e e b e re s 1% 3% ()%
EffectiVe iCOME tAX TALE ............veeeeeoreeeseesseeesesieeeseseesesesesssesosesesseseen — % 3 % — %

Intangible development costs may be capitalized or expensed for income tax reporting purposes, whereas they are
capitalized and amortized for financial statement purposes. Lease and well equipment and other property and equipment may
be depreciated for income tax reporting purposes using accelerated methods and different lives. Other temporary differences
include the effect of hedging transactions and stock based compensation awards. Deferred income taxes are provided on these
temporary differences to the extent that income taxes which otherwise would have been payable are reduced. Deferred income
tax assets are also available to offset future income taxes.

The following table sets forth the Company’s deferred tax assets and liabilities at December 31:

2009

2011 2010 (as adjusted)
(in thousands)
Deferred tax assets:
Federal net operating loss carryforwards .............ooeeereervvenrerenenene. $ 112,990 $ 71911 § 26,500
Property and equipment...................... ettt v 7,944 10,644 548
Statutory depletion carryforwards ......covevreeeeceieeeecerceeeeseens 5,813 5,723 2,245
Stock COMPENSALION EXPENSE.....ccereereererrerrerreereesserrerrerrermeeesssosesseos 2,513 1,416 1,030
Derivative INStIUMENtS. ......cc.cvvueeerterevecrirrrneereiesessesrseeessssessesesensnas — 704 662
Oil and natural gas Properties........ccocvveveeerererereeverenerieeresesseeseessnns 101,688 56,992 60,089
OLHEE ...ceiieere ettt et et si s s e et s s mesmsnenens 33 480 431
Valuation allowance on deferred tax assets not expected to be
TEALZEA ...ttt et senee (202,225) (133,451) (79,182)
TOtAL ...ttt e s oo 28,756 14,419 12,323
Deferred tax liabilities:
Derivative INSIUMENLS.......c.cveveueeerereerernennssrsssesesesersreseseiossssssssonne (7,227) (8,066) 4,237)
Convertible debt and share lending agreement ..................cocu......... (4,389) (6,353) (8,086)
Volumetric production payment........cc.ececeevurueerveeeeresreeerereveneeserenas (16,519) — e
Bond iSSUANCE COSES....cvereirrrireereerieirienteterereseereeve e eeee e eneneene (621) — —
TOLAL....oviietciectetcec ettt cos e ettt b nsn e enasens (28,756) (14,419) (12,323)
Net deferred tax asset (HABILY).........ocovevreveerereceeeeece e sene $ — $ — 3 —
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The valuation allowance for deferred tax assets increased by $68.7 million in 2011. In determining the carrying value of a
deferred tax asset, accounting standards provides for the weighing of evidence in estimating whether and how much of a
deferred tax asset may be recoverable. As we have incurred net operating losses in 2011 and prior years, relevant accounting
guidance suggest that cumulative losses in recent years constitute significant negative evidence, and that future expectations
about income are insufficient to overcome a history of such losses. Therefore, with the before mentioned adjustment of $68.7
million, we continue to reduce the carrying value of our net deferred tax asset to zero for 2011, which has been the case in prior
years. The valuation allowance has no impact on our net operating loss (“NOL”) position for tax purposes, and if we generate
taxable income in future periods, we will be able to use our NOLSs to offset taxes due at that time. The Company will continue
to assess the valuation allowance against deferred tax assets considering all available evidence obtained in future reporting
periods.

At December 31, 2011, the Company had federal net operating loss carryforwards of $332.3 million which will begin to
expire in 2018 if unused. The Company’s federal net operating loss carryforward has an annual limitation under Internal
Revenue Code Section 382. In addition, at December 31, 2011, the Company had tax percentage depletion carryforwards of
approximately $17.1 million which are not subject to expiration.

The Company and its subsidiaries file income tax returns in the U.S. federal jurisdiction and in various states. With few
exceptions, the Company is no longer subject to U.S. federal or state income tax examinations by these tax authorities for years
before and including 2007. We have not paid any significant interest or penalties associated with our income taxes, but classify
both interest expense and penalties as part of our income tax expense.

NOTE I—COMMITMENTS AND CONTINGENCIES
Legal Matters

A putative class action lawsuit was filed by the Northumberland County Retirement System and Oklahoma Law
Enforcement Retirement System in the District Court in Oklahoma County, Oklahoma, purportedly on March 10, 2011, against
the Company and certain of its officers along with certain underwriters of the Company's July 2008, May 2009 and October
2009 public offerings. Discovery requests and summons were filed and issued, respectively, in late April 2011. The complaint
alleges that the registration statement and the prospectus for the offering contained material misstatements and omissions and
seek damages under Sections 11, 12 and 15 of the Securities Act of 1933 of an unspecified equitable relief. Defendants
removed the case to federal court on May 12, 2011 and filed motions to dismiss on June 20, 2011. Plaintiffs filed a motion to
remand the case to state court on June 10, 2011, and Defendants filed an opposition to that motion. By order dated November
16, 2011, the court denied Plaintiffs' motion to remand. On February 3, 2012, Plaintiffs moved to be appointed lead plaintiff
under the Private Securities Litigation Reform Act. After the appointment of lead plaintiff, Plaintiffs are expected to file an
amended complaint, with Defendants' responses thereto expected to be filed in early June 2012. We are currently unable to
assess the probability of loss or estimate a range of potential loss, if any, associated with the securities class action case, which
is at an early stage.

On August 5, 2011, an individual filed a shareholders' derivative action in the United States District Court for the Western
District of Oklahoma, for the Company's benefit, as nominal defendant, against the Company's Chief Executive Officer,
President, Chief Financial Officer, and certain members of the Company's board of directors. The complaint alleges breaches of
fiduciary duty, waste of corporate assets, and unjust enrichment on the part of each of the named defendants and is premised on
substantially the same facts alleged in the above-described securities lawsuit. The complaint seeks unspecified amounts of
compensatory damages, implementation of certain corporate governance changes, and disgorgement of compensation and
trading profits from the individual defendants, as well as interest and costs, including legal fees from the defendants. The
Company is a nominal defendant, and the complaint does not seek any damages against the Company; however, the Company
may have indemnification obligations to one or more of the defendants under the Company organizational documents. On
October 17, 2011, the individual defendants and the Company as nominal defendant filed motions to dismiss the complaint for
failure to make demand, or in the alternative, to stay the derivative action pending the outcome of the securities lawsuit. The
case is currently stayed pending the outcome of the motions to dismiss that are expected to be filed with respect to the
securities lawsuit described above.

On February 7 and 9, 2012, two individuals filed separate shareholder derivative actions in the District Court of
Oklahoma County, in the State of Oklahoma, for the Company's benefit, as nominal defendant, against the Company's Chief
Executive Officer, President, Chief Financial Officer, and each member of the Company's board of directors. The petitions
assert claims similar to those asserted in the federal court derivative action described above. Plaintiffs recently filed a motion
to consolidate the two state court derivative actions, and the court consolidated the two actions. The parties are conferring
about the schedule for the filing of an amended petition and defendants' responses thereto.

The Company is party to various legal actions arising in the normal course of business. Matters that are probable of
unfavorable outcome to the Company and which can be reasonably estimated are accrued. Such accruals are based on
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information known about the matters, the Company's estimates of the outcomes of such matters, and its experience in
contesting, litigating, and settling similar matters. None of the actions are believed by management to involve future amounts
that would be material to the Company's financial position or results of operations after consideration ‘of recorded accruals.

Lease Obligations

The Company leases offices and certain equipment under operating leases and has contracts with a drilling contractor for
the use of one rig with a one year term. Additionally, in 2010, the Company entered into a firm transportation and a firm sales
contract for various terms through 2020. Under these contracts, the Company is obligated to transport or sell minimum daily
gas volumes, as calculated on a monthly basis, or pay for any deficiencies, at a set rate. The firm transportation contract for 50
Mmbtu per day commences with the completion of a pipeline which occurred in the first quarter of 2010. An additional sales
contract was effective in September 2009 for 15 Mmbtu per day and increases through 2014 up to 100 Mmbtu per day. These
commitments are not recorded in the accompanying consolidated balance sheets.

The following is schedule by year of these obligations and minimum lease payments at December 31, 2011:

Year Operating Leases Transportation Drilling Contracts Total
(in thousands)

2002 1o eeee s $ 1,632 $ 6,190 $ 13,797 $ 21,619
P13 SO 1,130 6,353 1,106 8,589
2014 s 708 5,970 — 6,678
2015 e - 778 5,668 — 6,446
2016ttt 726 5,668 — 16,394
Thereafter .........cceveeeercrerenecieieceeereeresee s 95 17,003 — 17,098

TOtal..ooviieereiie et $ 5,069 $ 46,852 §$ 14,903 $ 66,824

Rent expense on operating leases for the years ended December 31, 2011, 2010 and 2009 was $3.2 million, $2.8 million
and $1.4 million, respectively.

NOTE J—STOCK COMPENSATION PLANS

We recognized $4.3 million, $6.6 million and $5.8 million of stock compensation expense for the years ending
December 31, 2011, 2010 and 2009, respectively. These non-cash expenses are reflected as a component of the Company’s
general and administrative expense. To the extent amortization of compensation costs relates to employees directly involved in
exploration and development activities, such amounts are capitalized to oil and natural gas properties. Stock based
compensation capitalized as part of oil and natural gas properties was $0.6 million $1.0 million and $1.2 million for the years
ended December 31, 2011, 2010 and 2009, respectively.

2008 Long-Term Incentive Plan

‘In May 2008, the Board of Directors and shareholders adopted the 2008 Long-Term Incentive Plan (or “LTI Plan”) to
retain and attract employees, consultants and directors, and to stimulate the active interest in the development and financial
success of the Company. The LTI Plan provides for the grant of stock options, restricted stock awards, bonus stock awards,
stock appreciation rights, performance units and performance bonuses, subject to certain conditions.

On Juze 17, 2010, the LTI Plan was-amended. Under the terms of the amended LTI Plan, the aggregate number of shares
of common stock available for awards may not exceed 1,750,000 shares. Of the shares available for issuance under the LTI
Plan as of the amendment date of the LTI Plan, 750,000 could be granted as “incentive stock options” as defined in Section 422
of the Internal Revenue Code of 1986, as amended (the “Code”). '

2000 Stock Iption Plan

In October 2000, the Board of Directors and shareholders adopted the GMX Resources Inc. Stock Option Plan (the “2000
Option Plan”’). Under the 2000 Option Plan, the Company may grant both stock options intended to qualify as incentive stock
options under Section 422 of the Internal Revenue Code and options which are not qualified as incentive stock options.

The maximum number of shares of common stock issuable under the 2000 Option Plan, as amended in May 2007, is
850,000, sutiject to appropriate adjustment in the event of reorganization, stock split, stock dividend, reclassification or other
change affecting the Company’s common stock. All officers, employees and directors are eligible to receive awards under the
2000 Option Plan. The exercise price of options granted is not less than 100% of the fair market value of the shares on the date
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of grant. Options granted become exercisable as the Board of Directors may determine in connection with the grant of each
option. In addition, the Board of Directors may at any time accelerate the date that any option granted becomes exercisable.
Stock options generally vest over four years and have a 10-year contractual term. 25,698 options were accelerated in vesting
during 2010 as a result of agreements with terminated employees. There have been no options for which vesting was '
accelerated in 2011 and 2009.

The 2000 Option Plan terminated on October 30, 2010, and no options will be granted pursuant to this plan except with
respect to awards then outstanding.

Stock Options

The following table provides information related to stock option activity under the 2000 Option Plan for the years ended
December 31, 2009, 2010 and 2011:

Weighted average
Number of shares = Weighted average Aggregate 1) grant date
underlying exercise price per  intrinsic value fair value
options share (in thousands) per share
Outstanding as of December 31, 2008............cccoveveecnne 583,050 $ 30.16
EXEICISE.  cucucuererreceririniiiisite et renencncne (750) 6.10 § 3
FOIfelted.....ovvvevereerieencninienccieninn s reenesene (5,500) 33.95
Outstanding as of December 31, 2009.........c.oceveeennene. 576,800 30.16
Granted ......o.ceeeveeviereenirieeereeeinisisereeeete s nssenens 48,001 6.34 436
Forfeited.......oovvreeeererencenreriencsivninsseneenessennennes (48,750) 32.84
Outstanding as of December 31, 2010........cccccvveeennne 576,051 27.93
Forfeited............... eenesreeeerersserratebaeteseeesesssesesaresenet (114,000) 31.56
TEXPITEA. e verreerieereeeerissseserenssas s sasees (2,500) ' 5.00
Outstanding as of December 31, 2011........ SRR 459,551 $ 27.17 $ —
Exercisable as of December 31, 2011 .......ccovvevvennnnns _—_MQ— $ 29.15 § —

m The intrinsic value is the amount by which the market value of the underlying stock exceeds the exercise price.

The weighted-average remaining contractual life of outstanding and exercisable options at December 31, 2011 was 4.9
years. As of December 31, 2011 there was $133,186 of total unrecognized compensation costs related to non-vested stock
options granted under the Company’s stock option plan. That cost is expected to be recognized over a weighted average period
2.3 years.

The fair value of each stock award is estimated on the date of grant using the Black-Scholes option pricing model.
Assumptions used in the valuation are disclosed in the following table:

2011 2010 2009

Expected VOLatility .......cccovurururreinrnsnssnssisiesnic e —% 77.2% —%
Expected dividend yields........o.coeiveeneinnnncncncecniiiiies —% —% —%
Expected term (I YEATS)......cccecrmiererinmresssinsisesesemnnisiisssnssssisnsssessess — 6.25 —

Risk free rate.....uueeveevvermeeesiveencsens evenseeeseeesesiesessesssrreeessarasesantaeanesnnasesserases —% 2.2% —%

The Company estimated volatility is based on the historical volatility of the Company’s common stock. The risk free
interest rate is based on the U. S. Treasury yield curve in effect at the time of grant for the expected term of the option. The
expected dividend yield is based on the Company’s current dividend yield and the best estimate of projected dividend yield for
future periods within the expected life of the option. '

Restricted Stock |

In July 2008, the Company began issuing restricted stock awards to its officers, independent directors, consultants and
certain employees under the LTI Plan. The holders of these shares have all the rights and privileges of owning the shares
(including voting rights) except that the holders are not entitled to delivery of a portion thereof until certain passage of time
requirements are met. With respect to the restricted stock granted to officers, consultants, and employees of the Company, the
shares generally vest over a three or four year period. With respect to restricted shares issued to the Company’s independent
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board members, the shares vest over a two-year period. The fair value of the awards issued-is determined based on the fair
market value of the shares on the date of grant. The value is amortized over the vesting period. In 2011 and 2010, 914 and
74,799 restricted shares, respectively, accelerated vesting as a result of termination agreements with employees.

A summary of the status of our unvested shares of restricted stock and the changes for the years ending December 31,
2009, 2010 and 2011 is presented below:

Weighted
Number of average grant-
unvested date fair value per
. restricted shares share

Unvested shares as of December 31, 2008 ........cccoevervreniniivernrreinineeererieseressesesesessesessssens 62,728 § 73.44
GIANLEA ...ttt ittt eaer e et e e s et eas st esasae s sbesbe s ine st eanesensessesesnessnsosersensasens 542,847 $ 18.55
Vested........ormmririieinnirnireenninies ettt e st s e et s et et e e et et ete s et e sensaraesneen (23,574) $ 70.38
FOITEIEA ...ttt cces et st es e b e e sa e s e e e s s s sonens (1,471) $ 29.00
Unvested shares as of December 31, 2009 ..........cccoveminiennnceneeeeieeisseseres e e sesenesssens 580,530 $ 22.35
GIANLEA ...ttt rts e e et e e st bs e st e s s se e eaesaesets s st eseaseresesenbesessnnreree 359,385 $ 6.34
VESLEA ...ttt e e st e s st s st bt s s s ens (220,016) $ 24.21
FOITRIEA ...ttt st e n sttt n e sens (27,903) $ 23.11
Unvested shares as of December 31, 2010 .........cccccioiiiineiniincrrrese e iereseseseeesnsens 691,996 $ 13.47
GIANLEA ..ottt ce et s s eat s st e e st eesaeeesesessasesnsesaneeessssessseesssesasseesssessssessseens 807,848 $ 4.79
VESEEA ..ot st bbb (245,924) $ 16.46
FOIRILEd ..ottt et sebes (5,521) § 19.42
Unvested shares as of December 31, 201 L et ees e et 1,248,399 $ 7.24

As of December 31, 2011, there was $7.1 million of unrecognized compensation expense related to non-vested restricted
stock grants. This unrecognized compensation cost is expected to be recognized over a weighted-average period of 2.0 years.

The vesting of certain restricted stock grants results in state and federal income tax benefits related to the difference
between the market price of the common stock at the date of vesting and the date of grant. During the years ended
December 31, 2011 and 2010, we did not recognize excess tax benefits related to the vesting of restricted stock due to the
market price of the common stock at the date of grant exceeding the market price at the vesting date.

401(k) Plan

The GMX Resources Inc. 401(k) Plan was adopted April 15, 2001. The plan is a qualified retirement plan under the
Internal Revenue Code. All employees are eligible who have attained age 21. GMX matches the employee contributions up to
5% of the employee’s gross wages. The Company contributed $497,340, $449,000 and $281,000 in 2011, 2010 and 2009,
respectively.

NOTE K—CAPITAL STOCK
Common stock:

In May 2009, GMX completed an offering of 5,750,000 shares of its common stock for $12.00 per share. Net proceeds to
the Company were $65.3 million. The Company used the net proceeds from this offering to repay outstanding indebtedness
under its revolving bank credit facility.

In October 2009, GMX completed an offering of 6,950,000 shares of its common stock at $15.00 per share. Net proceeds
to the Company were approximately $98.8 million. The Company used the net proceeds from this offering, along with the
proceeds from the concurrent issuance of the 4.50% Convertible Notes, to repay the outstanding indebtedness under its
revolving bank credit facility and to repay all of its outstanding senior subordinated secured notes, and for general corporate

purposes.

As mgﬁtipried in “Note F—Long-Term Debt,” in December'2'010, the Company converted $2.25 million of the 5.00%
Convertible Notes for a combined total of 380,250 shares of the Company’s common stock.

In Febrjiary 2011, GMX completed an offering of 21,075,000 shares of its common stock at a price of $4.75 per share.
The net proceeds to the Company were $93.6 million after discounts and underwriters’ fees. In March 2011, the underwriters
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exercised the over-allotment option granted in connection with the February 2011 offering and purchased an additional
1,098,518 shares of common stock, which increased the net proceeds to the Company by $4.9 million after discounts and
underwriters’ fees. The Company used the net proceeds, together with proceeds from a concurrent private placement of the
11.375% Senior Notes, to (i) fund an offer to purchase up to $50.0 million of its 5.00% convertible notes, (ii) repay the then
outstanding balance under its secured revolving credit facility (iii) fund the cash portion of the purchase price of the
acquisitions described in Note A and (iv) used the remaining net proceeds to fund its exploration and development program and
for other general corporate purposes.

In February 2011, the Company issued 2,268,971 common shares in connection with the Bakken acquisition described in
Note A. In April 2011, the Company issued an additional 3,542,091 shares of its common stock in connection with another set
of Bakken acquisitions also described in Note A.

On December 19, 2011, the Company issued 3,877,254 shares of the Company’s common stock pursuant to support
agreements with each of the supporting holders in connection with the consummation of an exchange offer and consent
solicitation for the Company’s outstanding $200,000,000 11.375% Senior Notes, pursuant to which holders tendering in the
exchange offer received new Senior Secured Notes.

Preferred stock:

For the year ended December 31, 2010, the Company received $0.9 million related to the issuance of 41,169 shares of its
9.25% Series B Cumulative Preferred Stock in ongoing at-the-market sales by the Company.

For the year ended December 31, 2011, the Company received $25.8 million related to the issuance of 1,135,565 shares
of its 9.25% Series B Cumulative Preferred Stock in ongoing at-the-market sales by the Company.

The annual dividends on each share of Series B Cumulative Preferred Stock aré $2.3125 and is payable quarterly when,
as and if declared by GMX, in cash (subject to specified exceptions), in arrears to holders of record as of the dividend payment
record date, on or about the last calendar day of each March, June, September and December.

The Series B Cumulative Preferred Stock is not convertible into the GMX’s common stock and can be redeemed at the
Company’s option at $25.00 per share. The Series B Cumulative Preferred Stock will be required to be redeemed at $25.00 per
share in the event of a change of ownership or control of GMX if the acquirer is not a public company meeting certain financial
criteria. The Company has not exercised its option to redeem any shares for the year ended December 31, 2011.

NOTE L—OIL AND NATURAL GAS OPERATIONS

Costs incurred in oil and natural gas property acquisitions, exploration, and development activities are as follows for the
years ended December 31:

2011 2010 2009
: ) (in thousands)
Development and exploration costs:

Development drilling .........ccccceveerirnnrcrererennnienienenennneessessasnnenenes $ 80,305 $ 7,788 $ = 14,202
Exploratory drilling.......c..cceeceveveeeniiircneerininniseiescnecssessessesssesasnens A 42,479 164,355 116,250 -

Tubular and other drilling inVeNtories ..........ccoocvvieervecrinsierinerenenas 1,068 3,167 1,697

Asset retirement ObHZation ........cccevunverriiiinetiirenniie st 418 706 565

124,270 176,016 132,714

Acquisition:

PLOVEd .ottt bttt e se s b s 4,893 3,884 6,881

UNPIOVEAW......oo et ss e saes s sa b ssanneas 153,059 8,149 11,450

‘ 157,952 12,033 18,331

TOMAL oot ssss s sasss bbb s s ns s s s s s sessssnsnen $ 282222 $ 188,049 $ 151,045

) Includes $7.8 million, $2.6 million and $1.8 million of capitalized interest for the years ended December 31, 2011,

2010 and 2009, respectively.
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Costs excluded from amortization are as follows at December 31:

2011 2010
(in thousands)
Unproved property aCqUISITION .....ccoueveverieirienieeerieeteeneecsstteseesessesesseseeseseessesestosessessesannens $ 147,224 $ 37,006
EXPloratory drilling .........cccocvvievenirinmesenirreiicnenerieiseersenesessssesessestesssnsaesesesessssesasesessssssessanns — 2,688
$ 147,224 $ 39,694

Unproved property acquisition costs include costs to acquire new leasehold, unevaluated leaseholds, and capitalized
interest. Of the $147.2 million of unproved property costs at December 31, 2011 being excluded from the amortization base,
$139.0 million, $4.5 million and $3.7 million were incurred in 2011, 2010 and in the years 2009 and prior, respectively. Subject
to industry conditions, evaluation of most of these properties and the inclusion of their costs in the amortized capital costs is
expected to be completed within ten years based on development activity and extension of leases as allowed under the terms of
the lease agreements.

The average DD&A rate per equivalent unit of prdduction was $1.88, $1.88 and $1.76 for the years ended December 31,
2011, 2010 and 2009, respectively.

NOTE M—SUPPLEMENTAL INFORMATION ON OIL AND NATURAL GAS OPERATIONS (UNAUDITED)

In December 2008, the SEC issued its final rule, Modernization of Oil and Gas Reporting, which was effective for
reporting 2009 and subsequent periods reserve information. In January 2010, the FASB issued its authoritative guidance on
extractive activities for oil and gas to align its requirements with the SEC’s final rule. We adopted the guidance as of
December 31, 2009 in conjunction with our year-end reserve report as a change in accounting principle that is inseparable from
a change in accounting estimate. The primary impacts in 2009 of the SEC’s final rule included:

 the use of the 2009 twelve-month average of the first-day-of-the-month reference prices (prior to adjustment for
location and quality differentials) of $61.18 per Bbl for oil and $3.87 per MMBtu for natural gas compared to the
year-end 2009 reference prices (prior to adjustment for location and quality differentials) of $79.36 per Bbl for oil
and $5.79 per MMBtu for natural gas resulted in negative revisions of 16 Bcfe;

*  certain of our undeveloped locations are not scheduled to be developed within five years of December 31, 2009,
had the impact of reducing our proved undeveloped reserves by 25 Bcfe; and

applying the same pricing methodology that was in effect for 2008 in 2009 would have resulted in the recognition
of an additional 99 Bcfe in reserves at December 31, 2009.

In addition to the 2009 pricing discussed above, the twelve month average of the first-day-of-the-month reference prices
(prior to adjustment for location and quality differentials) for 2011 and 2010 were $96.19 and $79.43, respectively, per Bbl for
oil and $4.12 and $4.38, respectively, per MMBtu for natural gas.

All of our reserves were located in the United States. Our reserves were based upon reserve reports prepared by the
independent petroleum engineers of MHA Petroleum Consultants, Inc. (“MHA”) and DeGolyer and MacNaughton (“D&M”).
Management believes the reserve estimates presented herein, in accordance with generally accepted engineering and evaluation
principles consistently applied, are reasonable. However, there are numerous uncertainties inherent in estimating quantities and
values of proved reserves and in projecting future rates of production and the amount and timing of development expenditures,
including many factors beyond our control. Reserve engineering is a subjective process of estimating the recovery from
underground accumulations of oil and gas that cannot be measured in an exact manner, and the accuracy of any reserve
estimate is a function of the quality of available data and of engineering and geological interpretation and judgment. Because
all reserve estimates are to some degree speculative, the quantities of oil and gas that are ultimately recovered, production and
operating costs, the amount and timing of future development expenditures and future oil and gas sales prices may all differ
from those assumed in these estimates. In addition, different reserve engineers may make different estimates of reserve
quantities and cash flows based upon the same available data.

Therefore, the Standardized Measure shown below represents estimates only and should not be construed as the current
market value of the estimated oil and gas reserves attributable to our properties. In this regard, the information set forth in the
following tables includes revisions of reserve estimates attributable to proved properties included in the preceding year’s
estimates. Such revisions reflect additional information from subsequent development activities, production history of the
properties involved and any adjustments in the projected economic life of such properties resulting from changes in product
prices. Decreases in the prices of oil and natural gas have had, and could have in the future, an adverse effect on the carrying
value of our proved reserves, reserve volumes and our revenues, profitability and cash flow.
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As of December 31, 2011 and 2010, our reserves shown are net wellhead volumes that have been reduced for lease use
volumes (volumes that are consumed or lost between the wellhead and the point of custody transfer). Prior to December 31,
2010, wellhead volumes had not been reduced for lease use volumes which were estimated to be 11% of ending proved.
reserves as of December 31, 2009.

Estimated Quantities of Oil and Natural Gas

The following table sets forth certain data pertaining to our proved, proved developed and proved undeveloped reserves
for the three years ended December 31, 2011.

OIL GAS
(MBBLS) (MMCF)
December 31, 2009
Proved reserves, beginning 0f PETiod .........covuvvviiirreeeeinnsee e 5,004 435,321
Extensions, discoveries, and other additions.....c.cocevmeieeeinnninceieeicceins 38 25,672
PLOQUCHION. .. veveeeereesrereaeresesesesseesesseeeesaesesessasstoressessbssen s b s e rar s s st s b s nssab b aa et tne s (119) (12,908)
Revisions of previbus ESHIMALES ...oueevercriieeeriiiniirie et sse st (1,244) (114,873)
~ Proved reserves, end 0f PEriOd .........irivumniiiminniiii s 3,679 333,212
December 31, 2010
Proved reserves, beginning Of PEriod..........wiuieremiinisiieinesivnmsssessisnncsncacesnssnins 3,679 333,212
Extensions, discoveries, and other additions............coeceevrienennee. vttt aans — 232,629
PrOQUCHON. c.cvvevvverereeeieseseetesesatebesetesesetsaesestatsesssssssrrabasssrsssssenesaassssaestessnsacssersasssensaras 95 (16,901)
Revisions Of Previous EStIMALES .........cccviuerrnirriisinnrneresaesnistseseseesesereasssssasssastsnsnenes (2,363) (236,991)
Proved reserves, end O PEriOd ........cccouemrereciinimninininiire sttt 1,221 311,949
December 31, 2011 '
Proved reserves, beginning of period ...t 1,221 311,949
Extensions, discoveries, and other additions ..........cvvveieeirininnsscnstinnniecsiinnas 919 6,681
PrOQUCHION. ...cvevrueveereireesererracrteteae oo rss e sa et et b et s b b st R b st as 93) (22,958)
Sales of reserves-in-place ’ — (14,750)
Revisions of Previous EStMALES .........ocouvviirremneiieninrs et . (319 (6,009)
Proved reserves, end OF PEriod .......c..ucvivreceiriimiiiniiiisis i 1,728 274,913
Proved Developed Reserves
December 31, 2008......cuiviciierrreeneesteenesteirietsss st bt s 1,920 150,585
December 31, 2009.......ccrvcrinrniniinieniiniennennens SO e 1,439 124,611
December 31, 2010.................. OO I 1,221 157,027
December 31, 2011 uciiiiecrrierereetereineei ettt e b bbb s 1,256 155,133
Proved Undeveloped Reserves
DeEcembEr 31, 2008........oovieerietereieriereteenseeresir e e ab e a e st n e e 3,084 284,736
December 31, 2009.........ccccccene.. Feeieeaeeesteeseteeeeeeareabesaseas et e besse et s te s e s et b st s et ena b e e R n e rsanns 2,240 208,601
December 31, 2010 ..ottt b — 154,922
December 31, 200 1. uinriiiieieieererreeserreer ettt s ettt s 472 119,780

Revisions of Previous Estimates

In 2009, we had negative revisions of 122 Befe. Certain of our Cotton Valley Sands undeveloped locations are scheduled
for development beyond five years and were excluded from our proved reserves, resulting in a negative revision of 53 Befe.
The proved reserves for Cotton Valley Sands producers were reduced by 53 Befe based on individual well production history.
Negative revisions of 16 Befe were related to Jower natural gas prices as declines in prices result in certain reserves becoming
uneconomic at earlier periods.

In 2010, we had negative revisions of 251 Befe, which was primarily the result of all of our Cotton Valley Sands
undeveloped locations being removed for adherence with the SEC five-year guideline for booking our proved reserves,
resulting in a negative revision of 219.6 Befe. In addition to the Cotton Valley Sands undeveloped locations, the Company also
had negative revisions of 10.2 Befe related to individual well production history and 16.2 Bcfe related to reporting reserves at

F-34



net well head volumes.

In 2011, we had negative revisions of 8 Befe, which was primarily the result of decreases in natural gas prices and
changes in estimated production for existing wells.

Extensions, Discoveries and Other Additions

In 2009, we had a total of 25 Bcfe of extensions and discoveries, including 22 Bcfe in the Haynesville Shale resulting
from successful drilling during 2009 that extended and developed the proved acreage.

In 2010, we had a total of 233 Befe of extensions and discoveries in the Haynesville Shale resulting from successful
drilling during 2010 that extended and developed the proved acreage.

In 2011, we had a total of 12 Bcfe of extensions and discoveries. This primarily related to our successful drilling in the
Bakken.

Standardized measure of discounted future net cash flows

The Standardized Measure of discounted future net cash flows (discounted at 10%) from production of proved reserves
was developed as follows:

*  An estimate was made of the quantity of proved reserves and the future periods in which they are expected to be
produced based on year-end economic conditions.

* In accordance with SEC guidelines, the engineers’ estimates of future net revenues from our proved properties
and the present value thereof are made using the twelve-month average of the first-day-of-the-month reference
prices as adjusted for location and quality differentials. These prices are held constant throughout the life of the-
properties. Oil and natural gas prices are adjusted for each lease for quality, contractual agreements, and regional
price variations.

»  The future gross revenue streams were reduced by estimated future operating costs (including production and ad
valorem taxes) and future development and abandonment costs, all of which were based on current costs in effect
at December 31 of the year presented and held constant throughout the life of the properties.

+  Future income taxes were calculated by applying the statutory federal and state income tax rate to pre-tax future
net cash flows, net of the tax basis of the properties involved and utilization of available tax carryforwards related
to oil and gas operations.

The following summary sets forth the Company’s future net cash flows relating to proved oil and natural gas reserves
based on the standardized measure as of December 31:

2011 2010 2009
(in thousands)

FUuture cash inflOWS ......cooiiiviiiiciiieccie et eccee ettt eeas e sasesaaesemeeen $ 1,266,504 $ 1,381,031 $ 1,540,047
Future production COSES.........oivuiriiierrniiiiiieteict et sr e e ssnons (390,131) (401,387) (591,102)
Future development COSES ........covrrrrircntirirnsineiesnesesneteaeteeneesvesuesesessesssnsanas (256,794) (286,897) (323,246)
Future income taX PrOVISIONS......cccceeevcrereriiertesirtesternteestesersesssessessesaesessssessesssans —_ — —

Net future cash INLOWS .......coiereereeeciieeceneceeteere e s cresreensesesasnesanas 619,579 692,747 625,699
Less effect of a 10% disCOUDt fACIOT.......ccvuivermetrcrererterieecte et sesaeeeens (432,980) (442,857) (437,121)

Standardized measure of discounted future net cash flows..........c.ccevvvvevennen. $ 186,599 $§ 249890 $ 188,578
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Principal changes in the standardized measure of discounted future net cash flows attributable to the Company’s proved
reserves are as follows for the years ended December 31:

2011 2010 2009
(in thousands)
Standardized measure, beginning of Year ..........ccecvvverireiiinvisiniieins $ 249,800 $ 188,578 $ 228,793
Sales of 0il and natural gas, net of production COSES........c.eccvuereerererercrmeercriirisenrerereserneees (83,315) (62,847) (45,233)
Net changes in prices and production COStS ......c.ecccevrurveerniernrenineisiesneeresennenes terreernnens (33,584) 164,062  (135,218)
Change in estimated future development COSES..........civvririneieieiininnenstssee et (4,176) 300,915 76,929
Extensions and discoveries, net of future development COStS........ccoceoverrriiiinrcccnicncnenns 14,595 113,367 60,206
Previously estimated development cost INCUITEd........coeeiriimiiiininesreinnieiiiieeeereereasaene 66,311 5,761 143,316
Sales 0f TeSETVES-IN-PIACE. ....ciiiiririittrei bbb nenens (45,507) — -
Revisions of quantity ESHINALES. .. eeererevereeeneneesseesesssssssssssmsesssssssseeeeesessssssssssssenes (4,276) (260,272) (82,836)
Accretion Of ISCOUNL ..ottt sss st s et s se s sassssanees 75,260 68,045 83,475
Changes in timing of production and other.............cooreneieiiee (48,599) (267,719) (192,723)
Net changes in INCOME tAXES .....c.ceveererermreriririineeeeetesesesaeesasisissesssssessetesesesaisesesessens — - 51,869
Standardized measure, end Of YEaT.......ccocerirernrinririenenencecrenincnieecreacsase e ens $ 186,599 $ 249,890 $ 188,578

NOTE N—CONDENSED CONSOLIDATING FINANCIAL INFORMATION

Shown below are condensed consolidating financial statements for GMX Resources Inc. on a stand-alone, unconsolidated
basis, its combined guarantor subsidiaries and its non-guarantor subsidiary as of December 31, 2011 and 2010 and the years
ended December 31, 2011, 2010 and 2009. The financial information may not necessarily be indicative of results of operations,
cash flows or financial position had the subsidiaries operated as independent entities.
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Condensed Consolidating Balance Sheets

December 31, 2011
Non-
Parent Guarantors Guarantor Eliminations Consolidated
(In thousands)
ASSETS

CURRENT ASSETS

Cash and cash equivalents 98,118 §$ 3672 §$ 703 $ —  $ 102,493
. Restricted cash..........coouvvveecveevevenreieesseresrereene 4,325 — — — 4,325

Accounts receivable — interest owners ............ 8,607 — — — 8,607

Accounts receivable — oil and natural gas

FEVENUES, NEL....veeerrerenenireeneererresereseesesssnsnes 12,564 295 — (5,777) 7,082

Accounts receivable - intercompany ... 15,205 13,033 790 (29,028) —

INVENtOTIES ....c.evvereeirirtreetctene et erevserens 326 — — — 326

Prepaid expenses and deposits................cu.e...... 2,574 2 79 — 2,655

Assets held for sale...........cooeveoveeeccnrrerereiirennne 1,999 46 — — 2,045

Total current assets........cocevveverivnerervercererseseennnn 143,718 17,048 1,572 (34,805) 127,533

OIL AND NATURAL GAS PROPERTIES,

BASED ON THE FULL COST METHOD

Properties being amortized...........coouvrvereunnene 1,061,961 713 127 — 1,062,801

Properties not subject to amortization.............. 147,224 —_ — — 147,224

Less accumulated depreciation, depletion, and

IMPAIMEDL....cvevivrreeeiieeeeeeeeeerereseereeeessassesens (871,346) — — — (871,346)

‘ 337,839 713 127 — 338,679

PROPERTY AND EQUIPMENT, AT COST, )

NET 15,531 5,216 45,111 — 65,858

OTHER ASSETS 10,131 — — — 10,131

INVESTMENT IN SUBSIDIARIES ............... 35,980 — — (35,980) —

TOTAL ASSETS...ccooeeeceteeeeeeerenens 543,199 $ 22977 $ 46,810 $ (70,785) $ 542,201 .

LIABILITIES AND EQUITY

CURRENT LIABILITIES

Accounts payable.............coeerriiereeririninnriiennns 13,527 — 23 — 13,550

Accounts payable - intercompany .................... 13,126 15,684 218 (29,028) —

Accrued EXPENSES .........oveererenurireereenisieessesesenes 17,263 6,056 293 5,777 17,835

Accrued Interest..........vveevevveereeeereenereeresrereneens 3,256 — — — 3,256

Revenue distributions payable...........ccceveunne.... 5,980 — — — 5,980

Current maturities of long-term debt................. 26 — — — 26

Total current liabilities 53,178 21,740 534 (34,805) 40,647

LONG-TERM DEBT, LESS CURRENT

MATURITIES ..ottt 426,805 — — — 426,805

OTHER LIABILITIES ............ccoceverrrrremerrenee. 7,476 — — — 7,476

EQUITY

Total GMX €qUILY.........veevveeeeerrererereeeseeeereenees 55,740 1,237 46,276 (47,513) 55,740

Noncontrolling interest — — 11,533 11,533

Total eqUItY ......cccovrevrvererereeeee e 55,740 1,237 46,276 (35,980) 67,273

TOTAL LIABILITIES AND EQUITY............. $ 543,199 $ 22977 $ 46,810 $ (70,785) $ 542,201
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ASSETS

CURRENT ASSETS

Cash and cash equivalents

Accounts receivable — interest owners..............

Accounts receivable — oil and natural gas
TEVENUES, NEL...cccrvriereereicrnrrercseeeienesssaenessseessseses

Accounts receivable - intercompany ................

Derivative instruments

INVENTOTIES .....ovvrrreerreercrrenresseerieseeenesassaeseneseanes

Prepaid expenses and deposits
Assets held for sale
Total current assets

OIL AND NATURAL GAS PROPERTIES,
BASED ON THE FULL COST METHOD

Properties being amortized
Properties not subject to amortization ...

.

............................

Less accumulated depreciation, depletion, and
IMPAITMENL......cocoererererirnresiseisisteissnssresneesees

PROPERTY AND EQUIPMENT, AT COST,
NET ..ottt

DERIVATIVE INSTRUMENTS
OTHER ASSETS

INVESTMENT IN SUBSIDIARIES ...............

TOTAL ASSETS

LIABILITIES AND EQUITY
CURRENT LIABILITIES

Accounts payable

Accounts payable - intercompany ............eceuee.

Accrued expenses

Accrued interest

Revenue distributions payable
Current maturities of long-term debt
Total current liabilities

LONG-TERM DEBT, LESS CURRENT
MATURITIES ...

DEFERRED PREMIUMS ON DERIVATIVE

INSTRUMENTS
OTHER LIABILITIES

EQUITY
Total GMX equity
Noncontrolling interest

December 31,2010

Non-
Parent Guarantors Guarantor Eliminations Consolidated
(In thousands)
1,468 $ 564 $ 325§ —  § 2,357
5,338 — 1 — 5,339
6,463 366 — — 6,829
15,450 4,195 1,786 (21,431) —
19,486 — — — 19,486
326 — — — 326
5,532 - 149 86 — 5,767
1,085 16,817 8,716 — 26,618
55,148 22,091 10,914 (21,431) 66,722
937,858 713 130 — 938,701
39,694 — — — 39,694
(630,632) — — — (630,632)
346,920 713 130 — 347,763
15,879 5,518 47,640 — 69,037
17,484 — — — 17,484
6,084 — — — 6,084
48,773 — , — (48,773) —
490,288 $ 28322 § 58,684 $ - (70,204) $ 507,090
24,635 — 284 — 24,919
5,533 15,331 567 (21,431) —
32,796 116 136 — 33,048
3,317 — — — 3,317
4,839 — — —_ 4,839
26 — — — 26
71,146 15,447 987 (21,431) 66,149
284,943 — — — 284,943
10,622 — — — 10,622
7,157 — — — 7,157
116,420 12,875 57,697 (70,572) 116,420
—_— — — 21,799 21,799
116,420 12,875 57,697 (48,773) 138,219
490,288 § 28,322 § 58,684 § (70,204) $ 507,090
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Condensed Consolidating Statements of Operations

Year Ended December 31, 2011

TOTAL REVENUES
EXPENSES...........
Lease operations....

Production and severance taxes
Depreciation, depletion, and amortization..................
Impairment of oil and natural gas properties and

assets held for sale

Total expense:

Income (loss) from operations ..

NON-OPERATING INCOME (EXPENSE)

Interest expense

Gain (loss) on extinguishment of debt........c.cceuucn..ne
Interest and other income (eXpense) .......ocovevereennenne

Gain (loss) on derivatives

Equity income (loss) of subsidiaries...........ccceeereenerne
Total non-operating expense.....
Income (loss) before income taxes ..........ocvereerererrrnne
INCOME TAX (PROVISION) BENEFIT.................
NET INCOME (LOSS).............
Net income attributable to noncontrolling interest ....
NET (LOSS) INCOME APPLICABLE TO GMX

RESOURCES......

NET (LOSS) INCOME APPLICABLE TO
COMMON SHAREHOLDERS

Year Ended December 31, 2010

TOTAL REVENUES...........

EXPENSES

Lease operations....

Production and severance taxes
Depreciation, depletion, and amortization..................
Impairment of oil and natural gas properties and

assets held for sale

Total EXPENSES.......cvvrmerervriinrcsereesrnerienssesrsiossasans
Income (loss) from operations ..
NON-OPERATING INCOME (EXPENSE)

Interest expense.....

Interest and other income (eXpense) ............cccvuevvenne
Gain (loss) on derivatives .........

Equity income (loss) of subsidiaries

Total non-operating expense.....
Income (loss) before income taxes ..........
INCOME TAX (PROVISION) BENEFIT.................

NET INCOME (LOSS).

Net income attributable to noncontrolling interest ....
NET (1.OSS) INCOME APPLICABLE TO GMX

RESOURCES .......
Preferred stock dividends

NET (LOSS) INCOME APPLICABLE TO
COMMON SHAREHOLDERS

Non-Guarantor

Parent Guarantors Eliminations Consolidated
(In thousands)

114,841 § 2,862 $ 11,365 $ (12,327) § 116,741
19,408 3,744 1,874 (11,606) 13,420
1,196 — — — 1,196
47,047 728 2,495 . 50,270
196,945 8,156 653 — 205,754
27,485 1,840 259 (721) 28,863
292,081 14,468 5,281 (12,327) 299,503
(177,240) (11,606) 6,084 — (182,762)
(31,873) — 0) — (31,875)
4,987 —_ — — 4,987
236 — @n — 205
3,612 —_ — — 3,612
(10,944) 10,944 —
(33,982) — (33) 10,944 (23,071)
(211,222) (11,606) 6,051 10,944 (205,833)
(615) —_ — — (615)
(211,837) (11,606) 6,051 10,944 (206,448)
— — — 5,389 5,389
(211,837) (11,606) 6,051 5,555 (211,837)
6,720 —_ — — 6,720
(218,557) §$ (11,606) $ 6,051 §$ 5555 §$ (218,557)
95,108 § 2,164 § 8473 § 9,222) $ 9_6,523
14,850 >2,540 1,831 (8,570) 10,651
743 — — — 743
34,958 736 2,367 — 38,061
132,893 4,414 6,405 — 143,712
25,851 1,540 380 (652) 27,119
209,295 9,230 10,983 (9,222) 220,286
(114,187) (7,066) (2,510) —_ (123,763)
(18,640) — V) — (18,642)
60 a7n @n — @
(122) — — — (122)
(12,756) 12,756 —
(31,458) an 49) 12,756 (18,768)
(145,645) (7,083) (2,559) 12,756 (142,531)
4,239 — — — 4,239
(141,406) (7,083) (2,559) 12,756 (138,292)
— — — 3,114 3,114
(141,406) (7,083) (2,559 9,642 (141,406)
4,633 — — — 4,633
(146,039) $ (7,083) $ (2,559) $ 9642 § (146,039)
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Year Ended December 31, 2009

TOTAL REVENUES rererebe e teaes

EXPENSES

Lease operations,

Production and severance taxes ..........cccevvererrecrenceveens

Depreciation, depletion, and amortization.................

Impairment of oil and natul:al gas properties and
assets held for sale

General and administrative ,

Total expenses...

Income (10ss) from OPErations ...........covecercevecrriveces

NON-OPERATING INCOME (EXPENSE)

Interest expense.........

Gain (loss) on extinguishment of debt.............ccceee..e.

Interest and other income (€Xpense) .........oeereervenenene

Gain (loss) on derivatives

Equity income (loss) of subsidiaries.............ccovuuveuen

Total non-operating expense

Income (loss) before income taxes ..... e
INCOME TAX (PROVISION) BENEFIT.................

NET INCOME (LOSS).......

Net income attributable to noncontrolling interest ....

NET (LOSS) INCOME APPLICABLE TO GMX
RESOURCES

Preferred stock dividends..........ccvceeiencecnreinenenenennaee

NET (LOSS) INCOME APPLICABLE TO

COMMON SHAREHOLDERS ...........ccocovnnnirvennnns

Parent Guarantors Non-Guarantor Eliminations Consolidated
(In thousands)
93,657 $ 9,010 §$ 1,022 $ 9,395) $ 94,294
14,628 2,153 341 (5,346) 11,776
(930) — — — (930)
25,412 6,415 374 (1,195) 31,006
188,150 — — — 188,150
20,166 3,988 90 (2,854) 21,390
247426 12,556 805 (9,395) 251,392
(153,769) (3,546) 217 — (157,098)
(16,747) — 1) — (16,748)
(4,976) — — — (4,976)
72 — — — 72
(2,370) — — — (2,370)
(3,503) 3,503 —
(27,524) — (1) 3,503 (24,022)
(181,293) (3,546) 216 3,503 (181,120)
33 — — — 33
(181,260) (3,546) 216 3,503 (181,087)
— — — 173 173
(181,260) (3,546) 216 3,330 (181,260)
4,625 — — — 4,625
(185,885) § (3,546) $ 216 $ 3330 $ (185,385)
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Condensed Consolidating Statements of Cash Flows

Year Ended December 31, 2011

Net cash provided by (used in) operating activities...
Net cash provided by (used in) investing activities....
Net cash provided by (used in) financing activities...
Net increase (decrease) in cash............ccccooveeeeeiirennnn.
Cash and cash equivalents at beginning of period.....

Cash and cash equivalents at end of period................

Year Ended December 31, 2010

Net cash provided by (used in) operating activities...
Net cash provided by (used in) investing activities ...
Net cash provided by (used in) financing activities...
Net increase (decrease) in cash...........covvreenrerierennn
Cash and cash equivalents at beginning of period.....

Cash and cash equivalents at end of period ...............

Year Ended December 31, 2009

Net cash provided by (used in) operating activities...
Net cash provided by (used in) investing activities ...
Net cash provided by (used in) financing activities...
Net increase (decrease) in cash..............ooovervrrereennene.
Cash and cash equivalents at beginning of period.....

Cash and cash equivalents at end of period................

Parent Guarantors Non-Guarantor Eliminations Consolidated
(In thousands)

$ » 37240 $ 3534 $ 9,819 — 3 50,593
(197,174) (426) 8,031 — (189,569)

256,584 — (17,472) — 239,112

96,650 3,108 378 — 100,136

1,468 564 325 — 2,357

$ 98,118 $ 3672 $ 703 — 3 102,493

$ 54,708 $ 1,567y $ 5,594 — 3 58,735
(171,470) (1,753) 2,777) — (176,000)

86,657 — (2,589) — 84,068
(30,105) (3,320) 228 — (33,197)

31,573 3,884 97 — 35,554

$ 1,468 § 564 $ 325 — 3 2,357

$ 28242 § 20,877 $ 371 — 3 49,490
(159,930) {20,920) 474) — (181,324)

160,472 —_ 200 — 160,672

28,784 43) 97 — 28,838

2,789 3,927 —_ 6,716

$ 31,573 § 3884 § 97 — $ 35,554

F-41



NOTE O—QUARTERLY FINANCIAL DATA (UNAUDITED)
Summarized unaudited quarterly financial data for 2011 and 2010 are as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter
(in thousands, except per share data)
2011
Oil and as SAIES.......uevvvvermrrreeseseeersemseesssseasssssrsesies 29,377 $ 32,888 $ 28,364 $ 26,112
Loss before income taxest.............coovvuververrveensrenserenne (50,396) (10,364) (68,298) (76,775)
NEELOSS™ oo ceseessesssessess s sessanasenssssssasens (51,828) (11,800) (65,911) (76,909)
Net loss applicable to GMX Common Shareholders™ (54,450) (15,383) (68,929) (79,795)
Basic earnings (10ss) per share™............ccccoveceeucerrecnens (1.29) (0.28) 121 (1.39)
Diluted earnings (loss) per share® ..............coorertverennne (1.29) (0.28) (1.2mn (1.39)
First Second Third Fourth
Quarter Quarter Quarter Quarter
(in thousands, except per share data)
2010
Oil and gas SALES......c.cvcrverrcriiieicrresessnseseesanes 21,300 $ 23,213 $ 24,833 § 27,177
Income (loss) before income taxes™ ...........c.ovcreeunnee. (504) 1,167 1,570 (144,763)
Net income (1088) N .....oovvuerereerrerreeaseesecsesesecsaenaass 5,284 (1,202) 4,504 (146,878)
Net income (loss) applicable to GMX Common
SHArEhOIAETSD ..ot rars s crassen s sianens 3,815 (2,977) 2,168 (149,045)
Basic earnings (10ss) per share®............cc.oovererrvuernnce 0.14 (0.11) 0.08 (5.27)
Diluted earnings (loss) per share® .........ccocooorvererien 0.14 (0.11) 0.08 (5.27)
W 2011 losses include impairment charges on our oil and natural gas properties due to a ceiling test write-down of $48.1

million, $11.5 million, $60.9 million and $76.0 million for the first, second, third and fourth quarters of 2011,
respectively. 2011 losses also include impairment charges related to assets held for sale of $0.2 million, $5.4 million,
$1.7 million and $2.1 million for the first; second, third and fourth quarters of 2011, respectively. The fourth quarter
2010 loss includes a $121.9 million in impairment charge on our oil and gas properties due to a ceiling test write-down
and a $10.9 million impairment charge related to assets classified as held for sale (see Note D).

@ The sum of the per share amounts per quarter does not equal the per share amount for the year due to the changes in
the average number of common shares outstanding.

NOTE P—SUBSEQUENT EVENTS

On March 7, 2012, the Company entered into an exchange agreement with four holders of its 5.00% Convertible Notes
due 2013. Pursuant to this agreement, as consideration for the surrender by the holders of $4,258,000 aggregate principal
amount of the 5.00% Convertible Notes, the Company will issue to the holders an aggregate of 1,655,890 shares of common
stock along with cash consideration relating to accrued and unpaid interest.
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